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U*PE\I)LV 

Memorandum on “ The Responsibilities of the Secretary of State for 
India in Council in relation to Indian Finance, Exchange and 
Currency,’ submitted by Mr C H Kisch, C B , Financial Secretary, 
India OfRce, and Mr Y Dawson, C I E , Public and Judicial 
Department, India Office 

Ini Ml tlio Secretin of State in ConntiJ m responsihlo to J'arhament for “ill 
ict« opentions tind concer la which relito to the fi'o%erinient or revenues of Indn 
and all grmts o* siHnes gntmliea and allow mccs, ami ill other pajmeuts lud 
Chiracs o«t of or on the reienntsrf Indu and he is consequently m pos ession 
of power TO superintend direct ind control those mitters (Goicrnmeut of Indn 
\ct section 2 (2j ) 

2 lies all ctnbricing power of s irtnatendcnce direction ind control his been 
legally iffeclod b\ the \etofl9I9onh m rehtion to those proMiicial subjects which 
hi\t been tnnsferred to llic control otGoxernors icting with Ministers In rospectof 
those subjects tlicro Ins been a stitiiton dixostment of the powers of supermtendente, 
clirettioii nml control, xrhich cm now oiilj be ttcrcised in relation to tnnsferred 
subjects for specified mid strictl) hmiicl purposes The pioxincial iransforrcd 
subjects do not include Uurrtucj and 1 \th uigc nor mix iinttera counoctod therew ith 
Tn respect of tho%o two subjects therefore m common with ill other ccntnl subjects 
ind with all rcscrxul jircxincnl subjects th-» S’cretirr of State remains m law 
ullinnltl} responsible to I’lrlnmeut for the poljcj pursmd ind cm compel the 
Goxcnmiciit of Iiub i to cirrj out mj insirwciions or policj which he acting on 
bolnlf of 11)5 Mnjcsij s (coxorninent ot J’lrbimcnt nn> h\ doxm (Ooxenimint of 
Indix Act sections 2 and 

J riiQ Gosernment of Imlix \ct cnnlauii no proxnsions rcliting specificilK to 
Currciiex iiid Lrchaiigt ct<cit in »o fir is the prmtsiotis of section C7 ntfcct 
iheso nnltcn bx roisoii of tlicir iiulwsiou m the eomprohensixo expression public 
ilebt or public rexomics of ludii coninined in that sul steliou Besides the genenl 
proxi".ioijs alreadj rcferrc<l to, the \ci defines the expression rcxemics of Indn, 
inlets ibit tlic e lexci ms ^h^U be ippliwl for the purj o>,cs of the f,ox( rmm ut of 
Imlii alone hj cciixing wliit some ot ihose purposes ire (section 20) requires the 
melion of the becretirx of Snic in Cornell lo all gnnts or anpropmtK us of inj 
piitof tlioui (section 21) provides (seem ns 2J 21 2i 20 md 27) tint ill j ins of 
tlie rexemies of In It i renmieu to or iccniinc m the United Kingdom ia to be pud 
into flic Bulk of CUrtlinil on behalf of i(io Srcrelirx of btiie in Council ami 
prescrilies tlie prreo biro for drawing on the Biiik of rngliml for imlit < f llie Homo 
\ccouuts mil for an miiu il pre cntitioii of nceomits to 1 irlnnieut 

1 ihccnlx Ollier fimnciil power of the Secretirv of Stite m Council donxcl 
from St itiite 1 ivx th U needs to I e coiisidereil iii this comicclioti isi the power to raise 
lo.i»s in the United Kingdom Ihis Imclion cm it pcrforintil on behdf of lh> 
(loxenmuni of Imlnonlx bx ihe&taiarx of Stale in Council niul when porfonne 1 
IS subject to tlie fipecdic aulliontx of P irli iiucnt tseo the senes of lust indn f^ms 
\cts) in I Jtli Lise -or rather tich >pt‘C)lic 1 wii which is ru^ed must he coxen 1 bx 
the aulhontx ot Pirlnmeni couxixcd I x \rt to nisi i bi)ecificd sum of monc/ fir i 
sjcciliel purisi-ie The blocks ismel m pursuuci of the I^st in in f/ntis \cis 
tiij >j the ^t^t^ls of *1 rnstee nsnirilie- niidilieim mu of such sterling Bccurities the 
capital ind intt rc t of xxhich la clnrge 1 on ih i T-xeiiuea of Indn n, at the i resent 
time about £210 tXX) fXX) 

5 It sho tl I nlso be tneiiti ined tint rlie Sccrctarr of St Uc in Conned is It 

for olbgatiom incurred bx x\ ir of the gtnriiiKH of ce-lain securities is ucd br some 
ot the ludi m IliiKxix Comi mie< p usim to retirexl olhtnU Ac. The due di clnrgo 
of the 0 eomtuitnients his nJxixs le<l the Secretin of '*t3fe to mimtaiit n cIjs'* 
inttix'si 111 respect of ill major qucaiioiis of Indian fminc «uch is the bu Ig tnrx 
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in mjjcn entB of the Central Go\erument the capitnl pio"nimuu of tint Go\ormijciit 
the exchange and the curreiic\ As the Secretary of State is responsible for meetinff 
lii> obligations m this country, ho has alnaas recognised his rcspoiisibilita for 
jnamtammg m this country adequate balances for the purpose 

6 In terms the Local Goaemment (Uorroa\iiig) Itules (aide pp 2G3-t of Ilules 
yndei the Government o India Act) imply that it is open to a provincial Go^ eminent, 
acting under section 30 (1a) of the Government of India Act itself to raise loans 
outside India (and therefore presumably m the United Kingdom) if the sancliou 
of the Secretary of State in Council is first obtained But as the Stcretar\ of State in 

Parhamtiitaiy Sanction (ns 

just explained), vheso rules are probablj bj tbimsehes insnllicicnt to enable n 
proamcial Government to esercise this poner It will be observed that the rules m 
question give control over the borrowing ,n India by local Governments but that this 
control IS m form vested in the Government of Ind.a and not ,n thSretaJj of StSe 

that the Gevernmetit oi India are bound to cam ! , , 

receiao from him on the subject Dal although S, amcndiug STf 
concrete change m this respect m the relations fN« fl ^ ^ 

Government of India and in their “"ptro Se “a„j dnn^“' ^'“1” '!"= 

taken in estimating the present character m ,af account has to bo 

duties of the general beanngot other nroaisioiiLf feJations powers and 

were inserted m it bj the Act of lOl/ and of the 

The general atm of the Act of 1919 as mi oifi m d? “>» ’Mvr Act 

development by successno stages of self goaernmg instireiiona 
progregive realisation of responsible governm™riVl 3 riba W ^ 
ef lEe Enipiie One of the Lps takfn Mbe A« of 1019 P’'« 

tbs object was the creat on m association with IbrCeS 
o£ a bicameral Legislature containing in respect of ns lower eh,, i ' ° ^brernmenl 
and in respect of its upper chamber n small maLm of no^m ^ f “™r''!telmmg 
and endowed with a/ the ordmara ?iwerl a5V,,b,dr?^f’“' 
inolndmg power to aote and withhold supply It trim 
provisions (sections 67 (21 and (2 a1 07a ( i i m ‘ 'a‘ nontaius 

eaeontive iotwithslandU 'n oKm viS o'male See, '■"'Wo <“ 

place limitations on the powers of the Legielatare n which 

in respec?7£poirere lilting oplC 

stage ottLte"o?Ssts:hTrg„fe±en'^'!L^^^^^ Present 

and d power must be reserved to the Governor a hnmistntion 

as sanctioned anv expendituie which the ISembK treating 

if he considers the expenditure to Ih» tik ^yha\o refused to vote 
responsibilities for the^ g^^d govLmenTS'S 

understood from the hegmmng t "'‘“'■'‘i be 

Attt: 7 

in their ™portan”obLrvmiona on da im 'I s' o°t fuTllfw'* recowiiisod 

S!— 

Sdto'nrtSriS}”^^^^^ 

their obligation's and resoonsilulif ^ e utmost extent which is f>n ^nstant 

opmion,? oo„s.«,,b„„X«7i' ?^^^^ ‘I'e t t offlia^ 'S* 

m iheir observations jnst refer?S 'I'he Joint SeLt P 

euggestmg the adoption of 1 Zl^ endeavoured to secure ^ 

ofStnteincertaiqdrfiiedcircumst?’®“^“^i°^ interfeience In 

.be legal respon,ih,h,^,b.ch - lthe““V7pSCi5|pi 
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government of Jndn, will te ai)parent, but it ina-N be said generallj that since 
the passage of the Government of indin Act m 1919 ever^ tndeavoiu has been made to 
bring the relations betvv een the Secret \ry of Mate in Council on the one hand and the 
Government of India and the Gentnl legislattiie on the othci into accord with 
the Jirmciples undi.rU mg the Joint Select Coramiltee’s recommendation TIovv f ir the 
Secrelai^ of State and the Governmeut of India would he prepared in anj given case to 
siirrendei their judgment to ll at of the Indian Legislature m the event o£ difference of 
opinion must necessarily remain a question for deCiMon on each case as it arises, with 
regard to its intrinsic importance, anti to the nature and scope of its consequences to 
India itself to the Uuited Kingdom to the Luipiit, and to foreign relttions And this 
13 all that cm be pieuicatcd in general terms of the attitude lilcelj to be adopted bj the 
Secietarj of State tow irds proposals lor changes in the policy regulating, and the 
methods of control over Indian linance, eurreuej and evehauge, etcept to observe thdt 
certain changes in the®e matters might be of such a character as to alter taatcnallj if 
adopted the relationship between the Secretari of State and the Government of India, 
as defined in the Government of India Act. 


> n 

Lxtpact inoM Tnv Ueport of the Joint Select Committee of the House of Igirds and 
the House of Commons appointed to consider the Government of India Bill 
:> o a c, o 

Clause 33 — The Committee have given most careful consideration to the relations 
of the, Secret iry of State with the Oovernment of India and thiough it with the 
provincial governments In the relations of tlie Secrotarj of State with the Governor 
General in Council the Commutes are nol of opinion that anv statutory change can be 
made so long as the Govtiuor General remains responsible to Parliament, but in 
practice the conventions which now govern these relations ma} wisely be modified to 
meet fresh circumstauccs caused by the creation of a Legislative Assembly with a 
largt elected majority In the exercise of his re^ponsibilitj to Parliaroeut which he 
cannot delegate to anyone else the Secretarj of btate may reasonablv consider that 
only in ei.ceptioQaI circumstances should he be called upon to intervene in matters 
of purelj In ban interest where the Goveinment and the Legislature of India are 
jn agieomeiit 

Ihiv examination of the general proposition leads inevitably to the consideration 
of one special case of non mtervenliou Yolhing is moie likelj to endangei the good 
'relations botweeu India and (neat Diitam than a belief that India s fiscal poboj is 
dictated from Whitehall m the luterests of the trade of Great Britam lhat such a 
behet* evists at the moment there can be no doubt That (here ought to be no room 
for it in the ftUnre is eqiialJv cleat Indias position in the Impenal Conference 
opened the door to negotiatiou between India and the lest of the Empire, but 
negotiation witbovit powei to legi&Ute is Id ely to remain meflective A satisfactory 
solution of the question c lu onlv be guaranteed by the grant of liberty to the 
Government of India to devise those tariff arrangements which seem best fitted 
to India 6 needs as m mtpgril poUion of the British Enipne It cannot be 
giiaiauteed by statute without limiting the ultimate power of Parliament to control 
the adminislratnm of India and without limiting the power ot veto which rests m the 
Crown, and neither of these limitations finds a place in any of the Statutes in the 
Bnusli Empire It can onlv iberefoie be issuicd by an acknowledgment of a 
convention Whatever be the right fiscal policy for India for the needs of her 
consumers as well as foi her pianiifictureis it is quite clear that she should have the 
same libertj to consider her inlmests as Great Britain, Australia, New Zealand 
Canada and South Afuca In the opinion of the Committee, therefore the Secretary 
of State sliould as far as possible noid interference on this subject when the 
Government of India and its 1 “gislatiire are m agreement, and they think that his 
intervention when it does tike pi ice should be limited to safeguarding the 
international obligations of the J mpire or anj arrangements within the Lmpiro 

to which Ills Alajesty is Government is a party 

'ihe relatiois of the Secretarv of State "od of the Government of India with 
provitcml governments should m the Committees judgment be regulated hr similar 
principles so fai as the leserved subjects are concerned It follows therefore that 
in purely piovmcial iriatters, whicli are reserved, where the provincial government 
mul legislature are m aj,reeuient their view should ordinal ilj be allowed to prevail 
thoimh It IS ueceb'iaij to bear m mind the fact that some reserved subjects do cover 
matters lu which the central government la closelj concerned Over transferred 
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subjects, on the other hnnd, tbe contnd of the Go\tinor-Genen] m Council, and thus 
of the Secretan of State should be restiicted in fntiiie uithin the ^'trro^\e&t possible 
limits, ^vlnch will be delmed by rules under sub chitse 3 of clause 1 of the Bill 

Rules under this clause will be snbsidiarj legislation of suflicieut moment to 
justify their being brought especialh to the notice of Pailnraent J he Secietarr of 
i5tate might comenientl} discuss them %Tith the Standing Committee whose creation 
has been recommended m this Report, and Parliament would no doubt consider 
the opinion of this body when the rules come, as it is proposed that they should 
do for acceptance by positive resolution m both Houses The same procedure is 
recommended hj the Committee for adoption m the case of rules of special or nn^pl 
i^nporf,nce jmder other cbosK of the Bill It must be for the Secretair of State to 
decide whi* of the many rules that ™1 faU to be drafted b) the Government of 
India can ho Bufficiently dealt mth by the ordinary process of lying on the table S 
Parliament for a certain number of days In deciding this point, homev ei he m ° 
naturally have reconrse to Ae admee of the Standing CommitL, should it happen lo 
be in session, and obtain their ass, stance m deteimining which rules deservTto I e 
made the subject of the more formal procedure by positive resolution ' “ 


Keport of 
Damn,rtoa 
Rmith Ootna 
tnittee 
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Memorandum No 1, on ‘‘I^ian Currenc7^velftnr«fl«fo 

submitted by Mr. C. H. Kisch, C.B f PinancfaT 

Office. ’ ’ i^inancial Secretary, India 

main facts of the Indian currencj sj^tem as it PTistoii av 
the dislocation of the system arising out of the mr arn and 

Indian Exchange and Currencj Committee 1919 ^®Port of the 

In order to bring the record up to date it is nrooold , C^^Ptee) » 

meats of Indian currency pohcy since the date w’heu this Hepott"™, prSented'''''”’^ 
were'-''* cardinal recommendations of the Bah, ng, on Smith Committee’s Beport 

nuhmited legS teSte’r and' shOTld'wa CieT e-ceh™’®' '1'“”''^ 

in terms of gold at the rate o! one rupee lor 11 • tnma '“''"'j 'iiPressed 
121 Th",* lb' °* the gold content of'^ the BOTereijm ^ 

(2) Thiit the sorereign, nhicli had been rated hv tbs n 

at Its 16, should ho a legal tende, in Kdia a\ the" o"' 

one sovereign ‘he latio of R5 jq jq 

,n P«aciple of these recommendations was acceoted bv th «3 
m Council, and. as a first step lo givmrr effeei in ^ Secretary of State 

2od Februar^ 1920 by the Gmemmenr of ?ndm uohf ^ on 

acquisition rite for gold imported into India which H n fixation of the 

iSr^f? f 20 of Report)^ a1 Rs subject to 

t ndered for import, or one rupee for 11 ^Ofim ^ r each eovereiffn 

“Tnsi?iv.lr?' -.tie 


MIO-JO 
«-n 1 of post 


— “ '-•‘wwi as 

^ .he nmisnal eircnms.s 

able .0 obtain good ' aloe for her e^o^ ,e?,S‘te'’rr.: £ d'"®*' S wal 

Fiiaeiall the members except 
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advanccof oxclnn^je had not apparently prejudiced Indian tnde,and the \carl91‘J-20 
recorded a favourible balance m respect of India s private trade m merchandise of 
Ks 122 crores — a record figure at the time (tee statistics lu Vppendix II) 

Conditions changed entircU in the course of 1920 when it began to be realised 
that the boom m tlio preMoua year was based on unsubstantial foundations and 
measures were taken to aries^ inflation In November 1919 the Bank of Pngland 
discount rate uas raised to 0 ptr cent and m April 1920 to 7 per cent , and about 
the same time the United States authorities brought tho creation of credit within 
stricter control Hio rise in prices was stayed and the slump which reached such 
serious proportions later, began 

India Soon felt the change in economic conditions lhe\alue of lier exports Re 
declined from Rs o30 crores lu 1919 20 to Rs 2oS crores m 1920-21 Ihe stream noi 
of imports, on the contrarv, increased in the same period from Rs 208 crores to 
Rs 33b crores («ce figures in \ppendix II) This last tendency was to bo ejtpected 
as during the war India had been starved of her normal imports of roanufactuied 
goods and the high exchange liad acted as an incentive to the giving of large orders 
which were now m process of execution These influences placed a hea\j strain on 
the Indian exchange, which official policv ivas directed to mamtaming at 2s (gold) 

The difliculties were incicased by the trend which the sterling dollar exchange was 
now taking When the Babmgton-Smith Committee s Report was signed on 
22nd December 1919 the J^oadon New lork exchange, which had been unpegged ’ 
in March 1919, stood at S3 80 per on winch basis the sterling equivalent of tho 
2s gold rupee wa*! 2» GJrf By 2nd February 1920 when effect was given to the 
mam proposal of the Committee, the London Jven lork rate had dropped to $3 47f 
per il. and two days later to §3 2o resiilting m tho theoretical parity of the rupee 
being almost 3$ 

1 Iho great prospenu wliicli Indiui trade had enjoyed (liinng thewarperiod 
h id led to the accumidation of large profits which were waiting m India for i euitablo 
opportunity foi remittance to the Unitinl Kingdom T)»© derision of tho Ctovernmenl 
regarding the future level of cxchmgohad tlius been awaited with much eigerness, 
and tho aunouiiccoient of Government’s decision, associated as it turned out to be 
with a weak sterling*dollai exchange and a coriespondinglj high sterling parity of 
the nipoo, was the signal foi a vigorous demand for homeward remittance There Bre 
imd been a certain demand for Reverse Councils (that is drafts on I ondon; in wp 
January 1920, when the ofiicial rate of exchange was 2t Id on the basis of which * 
rate drafts ou London were sold by the Govenimcnt of India to the amount of 
5 394 0001 The demand however, became far more intcu®io after the announcement 
of tho new exchange pofrev GoveminenC was m posxcssron of irtgi* strppfres of 
sterling which it was prepared to use with the object of making the new exchange 
policy effective and reverse drifts were «wjld weekly in India from 5tli lebrnirj 
1920 to 2Sth Septtmber 1920 up to a total amount approiunalely of 50 000 0001 
But during this period the supply of exchange offered was not equal to the detnacid 
and tho market rale for the rupee gruhiallv fell away During tho tarher period 
when reverse drafts were being sold, tho price waa based on tho theoretic 2s gold 
parity for the rupee as mcasureii bv the sterlmg-doJlar exchange a basis that inrolrcd 
oilers at a rate substantially lu oxcet.s of is sterling For a consi lerable period 
the rate so fixed was higiior than the current market rate but later the attempt 
to hold tho r’teat 2« gold vns abindoiicd ami from 2hli June 1920 the price of 
reverse drafts was based on 2t sterling (rce pvra 2 of oflicial announcement 
Appendix III) In September 1920 it was decided to snspciul elTorts to maintain the 
excliango value of Ihonipiolw the sale of drafts on Ixmdon f«cc Appendix 1\) and 
from that time to the present date the sterling resources of Government have not been 
furti er drawn upon wu!i this object 

The decision of September 1920 stguinral tho failure of Government to contract 
Indian curiancv to ibo extent required to maintain the exchange Ihts contraction to 
luvo been completely successful would have involved the rcductionof the Indi in 
price level m confonnilv witli tho fall m worhl pnee'^ The requisite admsimcnt had 
now to be cfTecled in the decline in the oxdiaoge value of tho rupee It is due to 
tho Babington Smith Committee to point out that tho possibility of developments 
which might leail to tho breikdown of the 2* gold rupee vnvs not unforeseen by 
them In para 51 of ilieir Rei>ort tht Committee after expressing the view that a 
high exchange was not Jikelv to inflict anv perroanent injury ou Indian tmde hoUhI 
that if contrarv to tbeir exivottatioii a great and rapid fall in world priew were to 
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Ylise A iww element of dislurtace noul 1 bo mlroilncetl eail tbit mrcmiisnnci s 
mufht arise which would emlangoi the iiiamteniinco of exclniij-o at th lotel jiropostil 
Inlhat eienttho Committee recosnmed t'‘it it would lioiiccissan to consider t in 
rS.de proto afresh The fa)l m prices IDdO. 

issue of the Committee’s neport was the warn ciiiso tor the tnluro of 'heir scheme 
for tte Indian currency 

5 It mil be convenient at tbis to refer to certain olbor derebpmenl^ of 

interest that toolc place m 1920 War conditions bad led to n stringent control o\er 
the import and export of siKerindgold to and from India nncl oiio of tlie principal 
ob-iectfe to bo altamod by tKe fixation, of tho rupee in terms of gold n as to libt nt^ tlio 
precious metals from official control Restrictions on the prnato import of silver 
ivere v\ ithdrawn on ind Febriiiry 1920, when the ntw exclnugc polmj u as aiinouncf-d 
As regards expoi t restrictiouR the sale of Reverse Council'! coupled mill the clnnge 
m Indian economic conditions led to a return of rupees to Oovernment, whose holding 
of hdvei com rose fiom Re 29| croces on 1st Htnnrv 1920 to Rs 37 crores on 
1st June L920 Within the same period the metallic pioportioii of the ciirrenc} note 
reserve rose from 45V per cent to ol pei cent The ccmvertibihtj of the note n is 
'thus again secure and the decline of tension m the silver market which was oo 
pronounced a feature of the postwar boom was shorn by n fall m theJ3ew1orl 
pnee from 134^ cents per ounce m Februarv 1920 to OV cents per o mce on 3thh 3nuo 
1020 Citcijmstauces were thus favourable to the cmcelhtmn of the prohibition of 
piivate exports of silver which was wilhdraun on ard Julj 1920 

Ihe removal of the control ovei gol I presented rcriain sprual difricnlties India 
had always been a large consumer of gold, and the practicil cessatmu of imports 
(Uiriug tho war had led to the existence of a laige premium on gohl m India On 
31st Tanuarv 192<l iramcdiatelv Wfore the detisions on the Rabmglon Sinitli 
Committee s Report were annouDced the pice of gold m India stood at Rs 27 G as 
per tola or Its 17 3 as pereovereign fhe legal ntiog of the sovereign still stood 
at Rs lo but owing to the premium gold did not circnlato as currency Tht objectiv l 
of Government was gradually to reduce the premium on gold m India bv solos of 
bullion in the bazaar until the price of gold m India had been brought into conformity 
wuh the woild price, and then to remove the embaigo on import 

The programme of gold sales lasted from beptemher 1910 to September 1920, by 
which time gold equivalent to nearly £38J milhons sov ereigus was sold \\ hoii the 
sales wero completed the price of the sovereign m India was just under Rs Ij, n Inch 
represented the cost of iinporting v sovereign from this country Actinllv it had 
been found possible to withdraw the restricUons on the private import of gold bullion 
m the cour e of June 1920 and the hlei sales were conducted with the object of 
ensuring that any outstanding demand ehould be satisfied v\ jthoul undue strain on the 
world II arlcet Conditions did not however, eoahlo the Government of India to issue 
sovereigns in exchange fox rupees Sovereigns could clearly not be paid out by 
Government in exchange for Rs 15 the then statutory ratio, seeing that this was 
about to be reduced to Rs 10 which was already the formal acquisition rate W hen 
as explained below, the statutory rate was actually reduced to Rs 10, issues by 
Government at this ratio could not bo made as tlie market value of the sovereign was 
* The isene of old b Gore um t staliitoryrate Asiegirds 

for tlie encashment of note' was enepentled CXj^rt of Sold from tho bazaar, this [Vide 
iaA.ugu.stl9l-i ( ikZs paw. 10 of Bepon) para oj o£ the B ibington Smith Committees 
Report) was not prohibited during the war *■* but 
the restrictions on the melting of cunent gold com were removed n fi ebrtiary 1920 "f 

Indian Co n 0 Of Other positive measwrea taken ju 1920 the passage of the Indian Comaffe 

age(Wnd Amendment Act lu September lequires special notice Ihis Act to^-ether with tW 
S'i” comspoDdiDg Am.Dd.neDt of tlie Piper Gorrenev Act, gire fatmS eSecl to the 
I.a.„ s’ ””®" l> 7 tte Bioingtoi. Smith Committee llio somaZ 

become logAl tender in India at Rs 10 snitaUe nrram;e„ieuls Larmg been S 

Xrs:te‘Std'h;t?S‘e'“" 

in XlWXirindlff 

securities to compensate for tbe deebne lu tfip r„Tin “ indian Goveiiiment 

eterling assets entailed by the change „! „„„ ll Acttneemplld\f°g“ d"“at 

* SwAppendxI "Vo 2 para 5 


Papei 
Cnnency 
(Amend 
ment) Act 
19'’0 
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•nKlnction of tlie holding of the Government of India fieciiritiet.® to Rs 20 crores, 
of which the created securities were not to exceed Rs 12 ciores Ihe profits on 
the Paper Currencj were to he devoted to thisi purpose, and to acceleiato the 
reduction of the ad hcc securities it was furthei arnuged that the excess m the 
Gold Standard Rcsen e oi er 40,000,0001 should he utilised each jear with the same 
object "t The Paper Currenev Act, in addition to laying down special provisions 
to govern the period m which the holding of the Government of India’s secunties 
vras being reduced to normal proportions, laid down permanent provisions for the 
constitution of the Paper C’lirrcncv Reseive winch were to he brought into effect 
on a day to be “appomtetl” Ouing, honmer, to the breakdown of the 2s , gold, 
rupee this dav has not arrived and the Act will require revision to meet altered 
circumstances, when a new ratio for the rupee is established. 


7 While activ e measures to support exchange up lo the new statutorj lev el bj Exchan^ 
the sale of reverse drafts were suspeudeil in September 1920 no formal abandonment poJic 7 eiccff 
of that objectiv e took place As time advanced it came to be realised with increasing 
clearness that the 2s gold rate which might have been appropriate had world prices 
remained on the level of IDIO, was likely to be unsuitable in the circumstances 
that arose after the general and lieavj fall of prices tb it began in 1920 
ITioiigh the economic tendencies that ivero operative during these jears shattered 
tlie scheme of the Babingtou Smith Committee, Government felt it incumbent upon 
Itself to take such indirect measuies as might lend towards checking the fall in 
exchange and as might create conditions favourable toils gradual recover} The 
character of the measures taken, some of which would clearlj have had to be taken 
in any event altogether apart from exchange considerations, inav be brieflj 
considered 


S The lucreaso m the cost of administration m India the Afghan War m X9I9, ReUabiJita 
and the breakdown of exchange produced heavy deficUs in tson of 


1018-10 
1910 20 
19.’0-21 
1«J21 S2 
19J2-2J 


the budgets of the Government of India Tor the five ye; 


S73 
23 Co 
2b 01 
27flo 
10 02 


(.rdmg 1022-23 the deficiency in the final accounts £n”cea 
amounted lo nearly Rs 100 crores, as shown m the margin 
These budget deficits entailed heavy borrowings m India 

and m London, a large increase of the floating debt and a 

Total 98 Oo certain amount of currency inflation It was tho object of 
- Government to gel wd of the deficit as soon as possible, 
to reduce the floating debt, aud to contract the inflated currency 

By the exercise of stringent cconomr and the increase of taration,^ comhincd 
with the effects of good monsoons and improving trade, budget equilibrium wa> 
restored m 1923-24, and Ins since been maintained Tho is'sues of short Jem 
Indian Treasury Bills lo the public, which reached their maximum of Rs G0| crore® 
in Hay 1921, were entirelj redeemed by July 1924 


9 As regards currency coutrvction, the tendency of Indian trade is to require 
m ordinary times substintial addiiions to tho currency, and from the fignres» m iwnction 
Appendix V it wiU he seen that m the five years preceding the war the are’n"-? 
annual absorption of currenev was Rs 22| crores During the war and tifl the 
conclusion of the post armistice boom the increase was much greater, and fhr tJjf- 
five ycar-^ ending 1919-20 excluding absorption of sovereigns, winch cannot have 
circulated to any material extent as currency, tho average annual absorpuoa of 
cinrency was Rs 491 cioies The existence of budget deficits of a 'uh-taniial 
amount clearly made currency contraction a matter of unusual dilficnl'v, bet in thp 
three yeirs 1920-21, 1921-22 and 1922-23 Government was aVe to erect a 
reduction m the currency circulation amounting to Rs 38^ crores. 
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Remittance 


1M^25 


Leen Provi'-ions existed in the Jndi*in Pxper Currency Act as Tniended m '1923 ^ 
for interest bearing nd\ incea to the Imperial Bank bj Got erumeut up to Rs 12 croi es 
and though full adtantage was taken of these provisions a seiious situation nii^ht 
hate lesulted had the Government of India not assisted the market by expanduig 
the note is,'?up to the extent of a further Rs 12 crores against British Treasury bills 
earmarkeJ to the leserte m London Fxen so tbe Imperial Bank deemed it 
necessarj to adtance their rale of discount to 0 per cent from Febniair to Apul 
1924 a Tate which had not been reached since the amilgamafion of the three 
Presidency Banks in 1921 Prom the figures in Appendix VII, which show the 
positicno^E the note issue from Fel mart 1920 to the present date it uill be obsened 
that tlie Government secunli^ m the reserve rose in the busv season of 19‘’d— ^4 b\ 
Jis 14 crares (of which 2 crorcs represented an erch mge of sterling Treasui v 
bills against gold) but the maximum araonnt of secuuties \iz, Rs <1 5 croiptf 
was suhstantiallj lo^^e^than the tlien legal limit of Ks 85 crores The obiect of 
restricting the increase nas to axoid any risk of renewed inflation which mi r^ht 

militate against the recovery of exchange which was still below la U gold ^ 

10 Apart from the above measures, which must Lai e rontribiited to check the 
weakening of exchange and to promote its recoierj after the collapse m 19‘’0 
Goveroment endeavoured, so far as it could to avoid placing any po^itne stoa.n on 
exchange in connection with the supply of fundt. for raeetmo the \ 

These charges which amount to abSJt 28 OOO 000? (exclueiv? S ^al cb3."l 
per 3 ear were in the past mainl} met by the sale of Council i 

other institutions which required rupees for the mirnofsp of ® 

The sale of the e drafts to the public wH emiiSv £ 

It was not uut.1 January 1923 when JnRusij 1920 and 

sterling that Government again ottered CoimcITdnirts for^sale tf 

suspension the requirements of the Home Tieasury were met iLmU f ® Ik® 
of recoveries from the In.penal Government in reLect ^ proceeds 

Goverament of India on their behalf and bv slerhSoan J ff incurred b^ die 
The date of the resumption of the sale of Council amount 

marked the return of lodl trade mrardrSrTt S er^^^^^^ 
reaction from the boom conditions of 1919-‘’0 larceW extreme 

was concerned, m the years 1930-21 and 

balancer of trade li 1922 23 the fiVree of ih. v,t “>1'™= 

merchandise and treasure showed a cred* 5 nrarlrfis'^w “ 

(See Appends n ) This tendenej- haTbtn ''' !”'’■? “ fa^ur 

The Government have thus been able to elTpoi av* succeeding years 

Loudon for the purpose of mX thVnofrch™“'™dTl\““= 
neoessarr to float any loan m the Lnued Kingdom smS May 190^ '’'“r '““i 

both on re, emie and capital account havmgVen defiavey W f 
India with the addition of certain smaU reocfpts that aocr™ on X 

that“ar"^Lre°rs\l&eTXt?.r.\r^^^^^ 

be repeated ami tint high monev i 1^23 24 would 

market This view derived support from the cash raLrof^'lh^r Indian 

discount rate rose to 0 per cent on lOth Oetohm rjoj "''™e 

coiresponding ecent oconrred in the preceding fear Jo ‘ho 

on trade that might ensue lion, the Mrsistenra of 1 1 'flMts 

oacess.re period the becretarv of State and She ^ high money rates fc. an 

pobej of replenishing with fresh issnp., of * ^O'ernment of India agreed on a 

s#sssssiiili|s 

TLe Babii cton ®ni tk Pnran. « below Rs 12 erni aa 

- s 


bj the e 5" lu' (If ^ 

i>.2ivrt:Sis: '■»ri m SiSr a' 'i* 
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in the later part of the busy season As regards active exchange operations the policy 
of the previous busj season was followed, namely, that advantage should be taken of 
a firm or rising exchange to effect the remittances required for the immediate and 
prospectue needs of the Home Ireasurj sterling exchange being bought on an 
-abundant sca’e with a view to checking any unduly rapid appreciation of the rupee 
-and operations being avoided when the market was weal 

Dnnng September 1924 exchange rose from about Is 5Jd to about Is 5|d and 
•early iii Octobei Is GiV? then equivalent to about Is gold was touched, 

despite heavy remittance operations by Government 

The position indicated by this sharp upuaid movement m the exchange formed 
the subject of anxious consideratton between the Government of India and the 
Secretary of State, as the result of which it was decided that without making any 
public announcemeut of policy efforts sliould be made to prevent exchange from 
breaking ai\ ay matenallj aboiels 6d for the time being any tendency of exchaoge 
to rise appreciably aboie this figure being counteracted by free offerings of rupees 
In pursuance of this policy remittcinces from India to the Home Ireasiiry were 
effected m the latter half of 1924 2o by the purchase of sterling in India and the sale 
of Council drafts m London to the amount of 21 8C4 53CI at rates t aryiog between 
Is Oiefi and Is 6f\d the last remittance in the financial \ear being mafle on 
lOfh March 192o aftei which date exchange declined foraperiod somewhat below Is 6d 

During the same period the note issue was expanded to the extent of Rs 8 crores 
against internal bills of exchange and Us G crores against British Treasury bills In 
Older to remove anxiety and to provitle ample raaigin for possible expansion the 
maxininm limit of the fiduciary issue was raised by the Indian Paper Cimency 
(Amendment] \ct 1925 from Ks So to Us 100 ciorcs but it has not been found 
necessary to have recourse yet to these add tional powers ® 

The demand for mouev was not as keen during the busy season of 1024-^5 as m 
tbo preceding year, and the Inipeual Bank did not laise their rate of discount above 
7 per cent as compared with 9 pei cent the yeai before Iho comparalue ease with 
which the monetary needs of the season weie met is m part to be explained by the 
fact that owing to the large net imports of bullion (especially gold of winch nearly 
Es 50 crores were imported m the half vear ending March 192o), the visible balance 
of trade in favour ot India was substantially lower in 1924 Jothm in 1923 24 
rinther as explained above the policy of the Imperial Bank was no doubt mflneucpd 
by the knowledge that the Government of Inlia were anxious to aioid a recurrence 
of the extreme stringency of the previous yeai and were prepared to co-operate with 
them to this end 

A• ** regards 19^5 2G (to date) there has been no niateria] departure from tbe policy 1925-29 
adopted in 1J24 25 as regards the exchange After consideration of all the relevant 
conditions the Secretary of State and tbe Government of India agreed that it was 
undesirable that exchange should be permitted for the time being at any rate to 
rise materially above 1^ fid From April to September 1925 remittauces have been 
effected by Government to the amount of 20 548 0001 at rates varying from Is Cd to 
for telegraphic transfers Dnnng this period the balance of private trade 
in commodities and treasure bas continued strongly in India s favour, the figures for 
April — August (see Appendix II) showing a credit of nearly Rs 49 crores 

12 The reflection of tbe collapse of trade in 19®0 and the subsequent gradual Pnees ^nt. 
improvenient on the course of Indian internal pnees and the rupee exchange may now 
be considered 

iTie foUowiQg table exhibits tbe movements m the Indian wholesale price level 
since the pre-war period, in tomparjson with the corresponding changes in the 
wholesale price levels of the United Kingdom and United States of America The 
table also shows, m the penultimate column tbe average sterling rupee exchange 
m recent years and as after the unpegging of the London New York exchange 
in 1919 sterling depreciated substantial} m terms of gold figures are given in the 
final column showing the gold equivalent of the rupee after allow ance is made for the 
discount on sterling 

• Tills increase in the perm ssibte fidneiaij ssue was ctntpled with a proviso that tl e valne of the 

created secant es in tbe Reserve si onld not exceed Rs 50 exores 
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• TLis index le based on the frees m J0I7 1914 (100) end >s conshneted by obtaminjy the 
antln etic areroge of the ratios of the inlitidusl prmof 16 gisiaps of 4o articles ihe inle* is not 
wei^] ted except in a cende irar lij allomog tno 01 more quotatioos for cei tain impoi tant commodities 
73 qnotations being taVen in all , , . . 

T The rates for the years 1913 to 1^18 represent the aserage i-atea of exchange obtained by the 
Secretary of State for eales of B lie and Telegraphic Tronsfere on India from 1919 onwairls the rates 
represent the daily arerage foi ercb yen of tl e nui l.et Telegraph 0 Translei selling rates in Calcutta 
on Loudon 


In para 49 o£ then Heport the Bahington-Simth Committee referred to the 
effect ol the rise in the rupee eschauge on the Indian price-level, and obserted thal, 
though It a AS impossible to estimate in precise terms the uifliience of the rise la 
exchange on Indian prices, ther did not doubt that “in accordance with accepted 
economic theory Indian prices aiould but lor the nse m exchange, have been still 
further enlianced 

It will be noted from the above table that lu 1920 the average of the United 
Kingdom pnce-Ievel was practicaMy 200 per cent above the pre-war figure During 
the same peiiod the level of Indian pnees had nsen bj only 100 per cent Without 
postulating any precise equilibrium in the movement of British and Indian prices, it 
ma\ be assumed that the difference between the abo\e figures was, as suggested bv 
the Balington-Smith Committee to a substantial extent accounted for bj the rise m 
the Hipee sterling exchange, of* which the aaerage m J9J0 was 2s as compared \\ ith. 
1 s Id before the w ar 

1 lom 1920 to 1921 gold prices as meiteured by the United States mdes declined 
by 35 per cent , and sterling prices according to tbe Sfufiuf index by 3ti per cent or 
if this nio\einent is coo'-idered from another angle, gold recovered 43 per cent and 
sterling 32 per cent of the loss m pnrchasmg power suffered since the ontbreah of 
war Lconomic events moved somewhat differently m India 1 rom 1920 to 19^1 tbe 
In iian price level fell only about 11 per cent , that is the rupee failed to retam the 

full relameadraritageaarespectofpatdmsing power which it had established with 

reference to ^Id and sterlmg during the great rise in world prices that occurred 
towards the close of the war und in the post atimstsce period 

TI .0 c,rcum,tanc« that W to tW btetUtotn of tbe pobey aiotioK it t 
stol.beation of the rupee et i, gold hero been daceseed m paragraphs 3 and 4 A t tba 
stage It seems sufficcM to obserae tbat tbt amtatnon of currlncv, vrhich p onid bare 



APPENDIX 69 


449 

"been required to induce aIno^ement in the Indian price-level conforming to that 
■occurring in gold and sterling prices would lia**e been a hazardous undertaking, 
which might have brought untoward consequences to the Goaemment of India and 
fo Indian trade The fact however that the Indian price level di i not conform to 
the moaement m gold and steiling prices was naturally reflected in the decline of the 
jfupef exchange 

\fter 1921 gold prices it uill be observed from tbe figures in Appendix VI 
relating to price movements m the Umted States of America, rose slightlj in 1922 
and 1923 tiken as a whole During this period until the middle of 1923 sterling 
prices irere inclined to fall but tbe difference in tendency is largely accounted 
foi bj the fact that the sterling \dioe of gold was improving during this period, 
the average^ for the dollar sterling exchange m the ^ears 1920 1921 1922 and 1923, 
bemgSd 60 S3 85,S4 43 and $4 57 respectively In 1924 sterling jinces rose again 
and there was a slight reaction fioiu the previous rise in the United btates index It 
will be observed from the monthly figures ind diagram m Appendix VI that 
after the decline m Indim prices in 1921 the movement in the Indian price 
level in the years 1922-24 was slight and there was greater price stability 
in India than eithei in tbe United btates of America or the United Kingdom 
Here, again he explanation inai be found to some extent at any rate m the 
movement of the Indian exchange Ihe aveiage rates for the rupee sterling exchange 
in tile four years 1921 1922, 1923 and 1924 were Is Is Is 4^° d and 

Is 5Jd lespectivelj the corresponding gold values for the rupee m these years being 
about la o|d la 2Jd la 31rd ani la At the end of April 1924— that is at 

the close of the busy season— the sterling nipee exchange atood at la equivalent 

tola 3-^d gold \ aiiou« influences such as the gradual improvement of trade and 
the restriction of currouev to which reference has already been made undoubtedly 
contributed to the progressive improvement m the exchange value of the rupee but 
It 18 worth noting that this, res ilt was tbe natural concoiuifant of tbe relative 
stabilisation oC the Indian price level dm mg a period m which gold and sterling pnees 
had shown a tendency to rise Dumg 1925 tho sterling and rupee indices show 
a declining trend without anv marl e I disproportion in tlie movement for the first 
eight mouths of the yeir Dunng this period the rupee exchange has continued 
firm with a rising tendency 

While It 18 not suggested that any positive inferences can be drawn from the 
index numbers referred to m this note the figures are of interest as conforming, 
when considered in their broad aspect to the view that movements in tbe rupee 
exchange have a more or less definite relation to movements ni world prices Jhe 
collapse m woild prices in 19 0 contributed to the heavy fall in the rupee exchange 
and the subsequent paitial recovery m world prices has been a substantial factor 
in promoting the rise in exchange from the low level of 1921 

ihe bearing of the relation between pncps and exchange on the question of the 
rating of tbe rupee will be further considered m a subsequent paper 


ArrExmx I 

Announcements issued in connection with the Report of the 
Committee on Indian Exchange and Currency, 1919 

No 1 

Awolxcemext ur thc Sfcbetaki or Stvte tor Lvbia rvBumEn 
ON 2nd FraruvET 1920*^ 

The Secretary of State in Cooncil has considered m consultation with the 
Government of India the Majoiity vnd Mmon^ Reports received from the Committee 
appointed by him, under the chairmanship of Sir Henry Dabington-Smith to aclviso 
on the subject of Indian Lxchauge and Cnrrencj The llajonty Report, which is 
signed by the Chamnan and all the members of the Committee except "Mr D M Dalai 
states as its objects the restoration of a stable and automatic system and the 
maintenance of the couvertibilitv of the note issne 

• Tins annoancement was also issaed m lad a on ‘hit February IS’C as Fmatice Department 

Not Beat on No 36*^ i 
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ROYAL COMMISSION ON INDIAN CORRBNC\ AND FINANCE 


The fundamenmliecommeubUorsot the UcpQtt me aa follows 

(a) tbit thp prerfnt r pee uiichinged m Height nml finenci- slmulil rLliiiill 

iiuliinitecl leg'll ttndei 

(b) that the rupee shaiiW hnve n fired ercbaoge value, and tl at this cxclnnge 
^ value alJl he expiessed m terms of gold at the rate of one nipee for 

11 oOOlh grams o£ hue gold that is one teutli of the gold coiitcut of the 


Pos eieigu 

(cj that the soiereign which is now rated lvla^^ nt Us 1 >, shouhl he made a 
legil tendei m India at the reaised ratio of lie 10 to one so%ereign , 

(dl that the impoit and export of gold to and from India should hcfreefiom 
Goveruraent control as soon as the change in tlio staUitor^ ratio has been 
effected ind that the gold mint at Ilombay should be open for the coinage 
into sovereigns of gold tendered bj the public 

(e) that the nouficatiou of the Goacinment undertaking to gi\e rupee*' for 

Boveieigns should he withdrawn 

(f) that the prohibition on the pinate import and export of siher should be 

removed in due coinse and that the import dittj on silver should be repealed 
unless the fiscal position demands its retention 


These Tccommeudations develop with the necessarj modifications recpiind hs 
altered circnmslaTice'' the piinciples on which the Indnn currcncv systcni %\aa 
established before the war and aic acceple I hj the Secretary of State in Council 
as expressing the goal towards which Indian currencj pohej shonld now be directed 

Under the conditions existing prior to the war sterling and gold ncro identical 
BtnnJards The existing disparity has made a clioice betneeu these standards 
necessary and the Committees recommendation is in favour of pi icing the nipce on 
i gold basis 

In lecoTiiTiencliag a rate, name!} that above meni. jned for the exchange value 
of the rupee the Chairman and majority Ime talen account of the high range of 
sdvet prices and of the importance of safcgiurding the convertibility of the Imlmii 
note issue by providing so fat as possible that the tokm characici of the rupee bI all 
be restored and maintained xc that the Indian Governmea* maj bo m i position 
tob «5 silver for coinage into rupees without !oas The> were also impressed bv the 
Berious economic and pohiical risks attendant on a further expansion of Indian pncei^ 
such as must be anticipated from the adoption of a low rate 

The arguments advanced in favour of a gold basis and ahigUintcof exchingb 
appear to the Secretary of Slate m Council to be conclusive and hr has decided to- 
taU the necessarj bteps to ^.i^e immediate effect to the recommendationa on the^e 
points Accordingly the Govemmei t of India have to da\ announced that the rate 
which they will paj foi gold tendered to them under the Gold Import Act by private 
importers mil hencefoilh be fixed at one rupee for II 3001G grams of fine gold 
that IS 10 rupees for the gold content of the soveieign The consequential chai "es 
in the legulatious relating to the !»ale of Council Drafts by the Secretary of State 
in Council and Reverse Councils bv the Government of India will be notified. 
Eeparateb 


The question of the internal latm piebcnts special difficulties Tho Committee 
recommend the mamtenauce of gold on a legal tendei footing espec ally m new of 
possible difficulties in obtiiiung adequate supplies ot silver A hsed ratio must 
therefore be established betve a the rupee and gold as used in the internal 
circulation e thee one sovereign for Rs 1*1 as at presv m or one bovereimi for Rs ID 
lu correspondence with the new exchange ratio The former alleinatne would 
give the sovereign the status of an overvalied token com necessitate permanent 
rautrol o«r lUa import ot ooioieigni opd maU m. open gold mint impossiMe Tho 
Seototarj o£ State m Coimcil agreoB Hith tho Umteittee that soch conditions ought 
not to bo coatempkted as a permamnt ammsomont On tho other hand the ]3r 
ratio oannot bo oSoouvolv mMnp«l whdo a great disparitj contmnes to 
hetaeeti tho commeroial price of gold in India and the inlmcleil fnd.ao >r, . 5 

oue sovereign for Rs 10 mtenaea Indian Mint par of 

Present conditions are the product of the war mrl 
Thoj cannot be immediately remedied mthont the risk^of eh“rto‘'ti,'e 
and monetary system in ludn md of reactions £o the economic 

her otmintereote be indi.eren. „ 



APPENDIX 69 


451 


to ue\\ conditions is required For some time past action has been taken in India 
to reduce the premium on gold by regular (aovemment sales of bullion to the public, 
and this measure will be further deieloped It maybe expected that in this way 
a natural adjustment imy be effected and file path to legislation cleared 

The Secretary of State bas decided therefore (1) that the import of gold shall 
continue for the present, to be contioUed by licence under the Gold Import ^ct 
with 1 fixed acquisition rate as mentioned aboie (2) that meanwhile periodical sales 
of gold bullion to the public shall continue and (3) that as a proMsioml me^su^e 
during the transitional period the sovereign sh dl remain a legal tender at the present 
ratio of lls 15 

In arriving at these decisions the Secretary of State m Council has not failed 
to give careful consideration to the Minority Report signed by Mr I) M Dalai 
Mr Dalai 8 main object is the effective restoration and maintenance of the ratio of 
Us 15 to one soiereign as a measure hath of the exchange and the circulating value 
of the rupee In order to secuie this he rebes upon freedom for the meltmg and 
export of rupees ana corresponding freedom for the import of gold iomeet the 

? ossibIe resulting shortage of silver coin he recommends that as long as the Xew 
ork price of silver remains alioie 92 ceoia Goieninient should com 2 rupee silver 
coins of reduced fineness the coinige of rupees of present weight and fineness 
being meanwhile suspended and oulj resumed when the price of silver falls to the 
figure named He also recommends that sterliug drafts on the Secretarj of State 
should be sold only at la Sxjd 

The Secretary of State m Council is satisfied ibat tins piognmtne could not 
be adopted without untouard consequences Ihe heavj exports of silver coin to be 
anticipated under tbe scheme must threaten not onlv the whole silver circulation 
but aKo tbe Goveruments leaerve of silvei coin and entail the gravest nsl of iccon 
vertibility of tbe Govennaent^ note issue Tbe demand for the gold required 
pawn to make this dehciency good must greatly aggravate any strain there maj be on 
the gold stocks of the world ulieu freedom of import is restored Nor le it safe to 
assume that these diihculties could be met bj issuing new silver coins of inferior 
fineness the evidence agaio^t the acceptabilitv of inferior substituteb for the 
present rupee has impressed the majority and their recommendation on tins bead is 
accepted bj the Secret irv of State as decisive Vr Dahls recommendation m 
regard to tbe rate foi sterling drafts if adopted must produce an imme liate crash 
in exchange bringing unmerited disaster to those who have reasonablv lelied on 
some continuity of pohej Tbe only cover which his scheme affords is the export 
of the country 8 circulating cuirency In any case even if a return to the prewar 
level of exchinge could be accomplished without shock to trade or risk to the 
cirreucy system it would lay India open to a further serious luflaiion of prices 
while theMajoritv s recommendations would tend towards a reduction of the general 
price level lu India 

Both during and since the war ludian rurrencj and exchange have pre ented 
piobleius prevnously unauticipated and more pei^plexing than any encountered since 
tbe decision to close the Minta m 1893 But the Secretarj of btate m Counul is 
satisfied that the decisions reached promise au eventual solution and he desires to 
express hi acl nowledgments to the Committee and their Chairman foi tl e ability 
and thoroughness with which Ihev have explired the issuea and framed their 
recommendations 


No 2 

ANVODNCtilEST DATED 2eD rFBBD4ra 1920 ISsDtU DY TJIC GoVLCSMENT OF I\UU ® 

The acquisition rate foi gold imported under licence into India which 1 as hitherto 
been subject to variation notified from time to time has now in accordance with the 
Secretary of State for India s separate announcement published to da\ relating to the 
recommendations of the Indian Currency Committee leen fixed and the following 
fixed rates will apply to transactions on and after Monday, 2nd February namelv 
Rs 10 for each sovereign tendered for import or one rupee for 11 30016 grains of 
fine gold 

• Tl e first two paragraplis of tl e nlw e Annooncemeiit ere also issncd \ Lon Ion on 2n 1 Felj 19‘’0 

C 
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ROYAL COMMISSION ON IKDIAK CURRENCY AND FINANCE 

> Council droits ^lU continue to bo offered at tbe SccrctArj of SutoV ili-crctiou 
foi n"eeklv sole at tlie Bank of Bnglmdln competiliMS tender '1 ho rate for deferred 
tele'-ianlnc transfers and bills uiH, «aUl fiirlhcr notice, rank for oHolmcut with 
tenders at Vutb of a penny liigher for immediate telograpluc ti insftrs No nnnoimrc- 
luent will be unde of the miuimiiin rate at wliab tenders uill bo accepted, niid the 
Secretary of State for India m Council reser\es the riRlit of reiectliig the ulioloor 
part of any tender In accordance with Uie Comnultco’s recoiiunciidations, tho 
Oo^euimeut of India wiU.when occasion requires, offer for aale stated wttkiy auioimU 
of sterling lev erso drafts on the Secaotaiy of State for Iiuht (mclndiiig immednlo 
telegrvphic tiansfers). 

'Ihe rates for immediate telegraphic traiisfeis on London will be announced on 
each occasion by the Controller of Currency, and will bo bi«C(l on the sterling 
equivalent of the price of U dOOlG grams lino gold, as measured bj the prevailing 
steiUug-dolKi exchange, less a deduction representing the charges of remitting goUl 
The rate for deferred drafts on London wdl, until further notiti, W ,’clb of n peimj 
higher than the iininediate rate as at present 

3 The Tmance Department Nolibcaiion No 1071.'^ dated the lith September 
1637, providing for the is^ue of mpees u the leservc tieasiiriis in Calcutta, Madras, 
and Boinbaj , m exchange for sovereigns and half-sovereigns at the rale of Ils 15 and 
Its 74 respectivelv, IS cancelled Notdication No (iffObA,® dated the lltU December 
1300, regarding the leceipt of soveieigns mid lialf sovereigns ,\i llio mints, is also 
cvtvcclled 

4 The existing prohibition on the import of silver is cancelled, and the jniiHirt 
duty of fom nnn is an ounce is abolished The prolidmion on the export of silver 
remains 

6 The Notifications under the Defence of India Act “prohibiting the uso of gold 
and silver com otherwise than as currency, or dealing therem at a premiiim^aTO 
cancelled ' 

• bft Appiiidix IwtoH 


Appendix to »l>ove 

III continanliou ol the iiotiftcation* JIo 2662, No 2n>),iml No 2CG+,,lited J,.«- lono n 
GnT«T,w Geneinl iii Cmuic.l hmhy wrtihe* for ,>uUiu infornmtio.. tlmt from and nft,,. £ d»t« J ll 
iHitihovtimi 60T«peigii9 and half sovewign-v of cumut -aeiRht cornea at anv ftnll.or.^e.l ii^. .1 \f * 
t iigland or Anatjalia be tecewed at the Itewrtt Ircnsoms at Calcutu lloaiiu b «,1 * ‘"5 

mil b. ,n «tl ..j, Iten-f n-, tl b „ .1 l,„|t 

of 15 rapces and of «e>en inpeen eight annas re«l retire]} ^ ^ the eqoii-alent 

(J) NoTifiCAUox or THE GovtB\Mr^T m Ivou, No C*X)Ok, iWl llth Decembii l^XKi 

Puciipl lythi if, Ilf# o/ Ca1e>tta oHlUombaj ^ aiiUfal/ SoiTrtijn* oulj 

In superfiession of the notificfltiona Ij the Govccnmciit of IihIia m tin n 

No 2662 dated the 26th June 18«>J, and No X21P, ,I*M tie 14tl. Jol Ifi'm ^Wi. 
lancelled the Goremor-Generol in Conncil la jUaned to direct thnf, nitJi efoct from I»f 
g.Mb.U«„dRoUto,m olhw IbM .»! h.lt .o,„o,g„; wJu JoTlV SmS W S”' 

lloAterg of the Calcotta and the Roiabit; Mtota ^ the Jfint 


(r) Tite DBfk^tE Of iMiii fC«\'jtii.vTi \) nufi, 1915 
^2U K.pe.«. .1,11 m.lbb,,.l..p,or „„y ^ 

2lc No person shall sell or porchwHs w offer tij sell oi iiurrhnup ani c 

awxpt <h off« tvatcepV soch 


fi for nn amount exceeding 
■n I'syment of a debt or 


the face value of such e , 
othei wise for nn amoant exceeding its face value 

EiplonatiQH — For the purpoeesof ihw tnU the fu» value of n 80\,.h» 1 

Hs 15 and the face valoe of oltier gold ciws deecrfhel w aectioii II nf .w'r'i® J. *■* to ho 

ahnll be the corresponding propoitiOH of Its IS “'oiiurnn Coinage Act, 190(3 
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Aipendiv ir 

Sea-borne Trade of British India on Private Account, 
1911-12 to 1923-24. 
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* CirrcncT SotcB »rB ocla Ie4 from t lleTenc Counc > 

S Dalj averajro fu^ Loridon T T a o Cal ita $ Prom lo**! tKo valua of nul>s7 napcrted 

i rMt b;r8 a a lro»» sf cndar C»inf>an/ nai»}.» anlh^r^Wr eaela^Mi 


Am'.oiv in 

Indian Currency and Exchange 

The following auaouucement lias been issued to clay bj the Goiermnent of 
India — 

Removal of Restnchoas on Imparts of Gold into India and Rates for Reverse Drafts 

The Goternmeut of ludn aucl tho Secretaiy of St-ite have been in coiumimication 
during the Inst few weeks regarding the action to be tnken m view of the recent 
market rites of exchange which hn\e now not only departed from the pantj of gold, 
but have through lack of support from the export market fallen belon the pnritj of 
2s which will ultumtelj hold when gold aul sterling n>turn to pnntv The effective 
and pennnnent solution of this question cannot bo dissociated from the polics to be 
adopted m regard to gold The Gov emment of Tadin are glad to announce that ns 
iron 21st June the restrictions ovei the import of gold bullion and foreign com wiU 
be removed Moreover, the Governoi General is issuing an Ordinance declaring that 
sovereigns and half sovereigns will cense until further notice to be legal tender, 
though the} will be received by Governnient at the present rano of R lo diinaga 
moratonum of 21 days from this d»te that is to say up to 12th Julj On tlie expiry 
of the moratorium the restiictions ovei the import of British gold com will al o bo 
withdrawn At the forthcoming see inn of the I egislaUv e Council the Government 
of India propose to submit a Bdl prescribing the new ntio of one sov ereign — n» 10 
at which the sovereign will become again legal tender These measures which are 
in accordance with the recommendations of the Indian Currencj Committee have 
been rendered specially urgent l>> the illicit importation of sovereigns which are 
smuggled across the land frontier of Bimsh India for encashment at Government 
Treasuries and currency offices 

2 The Governmoni of India announce tliat, having regard to the fill in tlie 
marl et rate of sterling the rates for Ilever»e CoimciU at the sale of 21th Time and at 
subsequent sales wiU be per rupee \s lljjl for Imrae hates and !•* for 

Deferreds these being the rates which will ultimatelj hold when sterling once mere 
returns to pai with gold At these i ite» 1,000 OOOZ will be sold on the 24th instant, 
and weeklv till further notice 


451 noiAL COMSII*'SIO\ ON INDIAN ttKRFNCA ANO riNANCE 

1 he following Ortliinneo Ins heen issneil IihHa It} llio Goirmtin nt of Iiiilm 
An Ordinance to deal with certain Oold Coin 
W here IS -xu emergeuej Ina nn^cii xxhicli iinles H cxiK-tlicfit to ihclirr tint goM 
com refemd to m hcctioii II of the linlnti Coiiiogt Act of flnll rose to N* 

Icgnl tciukr niul to iinhe other provision iii lliHCoiuiectinn Sow tin n fiirr in iserciM' 
ol tlio iwvei confem'l h\ «eclion *2 of llic Oottniimiit of In.in let, lOI't, th«* 
Governor Gonenl m. Council n pleiscil In maU nml pruinnlgnlc the folljumg 
Ordinance — 

Onlinincc So 3ofl‘12C) 


Section I 'lhi3 Ordin nice iiny he cnlltd the Gold Ordiinnre, 

Si-ctiun 2 S*otnith*tiuding aiutliing connmc<! m »‘»-ctioii 11 of the Imlnn 
Cuimgo Act I*kJG the gohl coin nhireillo inihitsiilun ahnllria«t ii* Im 1< gnl 
tender HI pijrotnl or on ncconnt, ] rovided that if anv i<ersco witlmi tl dava fnnn 
tho comnuncinitnl of this Onlin met tenders aiirsntli ctins nl an oHieetf a rirrle 
of issue I slalilislad under K'ctioii fi of the Imlian l*jj rr Cum nrr \cl, JOlU, he shall 
he cntitk 1 on dtnnnd to receive ciirrencv nolts li the dcnonnintional inltit'* 
prescnlnd Miidtr llmt Act lu exchange tlurtfur at the ntc of 15 nijH-en fir tut 
sovereign 

Section J In dtterinining for i>iir|> 0 'e'« of the Indnn rijxr ('nrmicv Art, 
1910 the nine of 6*»crcigns und InU*«otereigns 1» hi m tlic ns^ rri. such sori rtigns 
and half sovereigns elnll be rained ai the nte of I > Tni>cc’« fur int Kivcnipi 
Univ Ofrirr. 

JUt Ituie 1920 


• Seel on 11 of In h»n Co nog* A«t ISO — 

0 J I » 1 . wl .11 .r .1 II.. . I1.I.I SWt ,n I ..Ur I rr «t ... )l,.l » 

pnupRnco of n t roclurantmii of iIm • tmii e!i of lli* » Itor»| Miel »V*n t Iml 

UikI r m pajnitt t ir on tcrount st (U« nte of la rufine f ir one »<iv*rt cn 

Pron le<l th*t »ncU ci m* Luro i<t tieen nlW m Ijr so/ pro l»(o»iifm m» te la ponaann. of iha 
« Wl .r rll » W ol W, ,, rl I ,1„ il,, ,1, , 

ler ti 0 *a i ^Utato •« tl « Imt carTrav wnjht ' 


C< luAge Acl, 1>‘*0 or liari. 
pmcnM fni like on n* or a 


Suspension of Sale of Revorso Drafts by tho Government of India. 

\ he fulloH ing nunoiinccmcnt Ins iKicn made in Iadi*i — 

Iht, Governiivcivl of ludn hwe been in ovnlmnoiis conimiiiiication duringthe 
past fuv nionlhs mill tho Secret irj of Siato on the Riibjcrt of thus vie of llcterye 
Council llilN Since the Jst Icbruaiylho note circiilitiou ha*, been reiluccd from 
l»o crons to luS crores on ths 15lli Scplitnber, and this material contriction of 
currenev has to a hrge extent been roudcreil po>sddc by tho wamlen'vnco of the 
Tvecldv offer to f-ell elcrling drafts on London Tho cITecl which might have been 
nnlicipilcd on tho exchange nltjo of tho nipec hj riason of tho withdrawal of this 
svibsUmtiil amount of cuirencj hns, however, been obscurnl bv vsrioiis csiises 
mcluding the Ptagintioii m tho export trade md tho nbnnrmnl acUnty m dio imnorts 
mto India of foreign goods. An opiwrtimil} for reconsidering tho vrhole niieslion has 
pvcscuted itsoU on the passing into law at the recent scs ion of tho Lcgidatite Coin.rd 
of the Indian Coungc Act rating tho Rovereign at Ils 10. and the Government of 
India have accordingly, with tho approval of tlio Secret irv of Stale deei.kil 
sale of 2Slh September to withdraw for the picseni and until furtlipp n 
present vveeklv ofTerof sterling drafts on Undon^ fho U ernmenr^ 

.»servc to tbom.ehos Jc of rcooming ll,i« sole, 

opinion at any lime aubstquentb render such resumption etpedienf ^ 


India Omck,, 
2Sth September 1920 




APPENtolV CD 


455 


\IIE\DI\ V. 


Absorption of the vjirious forms of currency during the five years 
preceding the war and the eleven subsequent years. 

(Jn lakhs oE Itupcca ) 
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• Ificladcs CO on uocomit of (ToW ranliow 
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\PP1 \DI\ Hi 

^Memorandum No 2, on ** Some Considerations afTectin^ the Stabili- 
sation of the Rupee-Sterling Exchange,” submitted by Mr C H 
Kisch, C 6 , Financial Secretary, India Office 

\fter the bie'tl down of tho 2» gold lupee jt was almjs tikeu for gnnted 
tint condittons would in due course arise in which it would he expedient and 
ncces9ar> to attempt ag-im a pcimanent solution of the ludnn exchange problem 
ihe mam questions that now h we to be decided are — 

(^n) Avhetlier the time is now ripe foi this attempt and 

(6) if so what should be the basts of the new excnai ge ratio ^ 

2 \s legards (a') account 1ms to lie taken both of local anu mternatioml factors 
The lustoncal note pre\iously circulated has aheacij touched upon the piincipal 
considerations that appear relexant to tins issue Ihese appear to be as follows — 

(\) The Indian budget is a 1 alancetl budget and barring anj unforeseen 
cahmiliea such as w ir or famine on a large scale the capacity of the Goiemment of 
India to mamUm budget equilibiium m the future may be assumed 

(b) The Floating Debt m tbe foim of iieasuiy IhJls xvhich at one time threatened 
to reach dangerous proportions has now been exting ashed and the danger of the 
Government being compelled to lesort to inflation on this account has disappeared 
There is indeed a considerable roltiiite of short tenn debt maturing in the next few 
ye irs (vide figures m Appendix I) but the credit of the Government of India is Such 
that there should be no insuperable difficulty in lenewing the debt on maturitj by 
conxeraioii operations supplemented as necessary b} fiesh borrowing 

(o) The stabilisation of the Indian exchange pre supposes a substantial export 
Burplua winch has to proxide the amount required for meeting the homo charges 
now amounting to about 2S 000 0001 on revenue account plus any steilmg 
capital ex^eiuliture not met by borrowing in the United Kingdom tu the five 
Years before the wai the visible balance of trade in merchandise and preoio is i letals 
axel aged Us 42 2 croros annually m Indas favour In 11)23 21 and F)24 -j the 
coiiespondin^ figures were Us Jb2cjoies and Us 01 1 erores Assuming tJi it no 
serious or sudden disturuauce of xvorld val«e;> is to be apprehended India ^ould be 
lu a position to inamtain a substantial export surplus in the future us in the past, 
though not necessanlx as large as m the last two years This remark has 
reference to the nonnal tendency of Indian trad'* oxer an extended period 
and does not mean that occasioub nny not arise especially in the event of 
monsoon failures when the balance of trxae may be temporarily adverse Such a 
situation if exhibited m a tenJenev of exchange to weaken below the gold export 
paritv called for definite action under the exchange system as m force before the 
xvar and has to be taken into account in the formulation of any new policy (see (d) 
below) 

In this connection it mix be of luteiest to refer to certain statistics of Indian 
trade and puce indices lor the five years before the wir the average annual 
“valim of the private iinpoit md export trade in goods to and from India was 
Rs 146 crores and Us 4,24 crores respectixelv The corresponding figuies m the 
years lO-’l 24 and 1924 2 j were (imports) Rs iI7 crores and Rs 243 crores 
xnd (exports) U** 362 crores anl Us Jh croree respectively Allowing for the 
increatie in import prices of SO pei cent an I 100 per cent in each of (he last 
mentioned yearn above the pre w ir figiie and about 45 per cent® m the export 
values m each of the year-> concerned the corresponding valuations on the basis of 
pre- \ar prices wo dd be (imports) Rs 12L crores an I Rs 122 crores and (exports) 
Its 250 croiesand Rs 27o crores r pectively It would seem reasonable to expect 
that if anl when prices in the chief imnuf ictuuUo conutries fall the volume of 
imports into India should increase 

• The jierce tages 1 es-e n^eJ are haw*! on fign'e* taken fron In lex Nnnbers of Ind an Pnres 

1S61 1918 ( V th kddendit) j obi I el b/ the Uepartn ent of Slat vt :• I <1 a (S i" Appendix II ) 
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7\Iemorandum No 2, on ** Some Considerations affecting the Stabili- 
sation of the Rupee-Sterling Exchange/ submitted by Mr C H 

Kisch, C B , Financial Secretary, India Office 

Uter the bieaidown of the 2* gold rupee it was always takeu for granted 
•that conditions would in due cour&>e arise lu ulitch it would be expedient and 
nccessaij to attempt again a permanent solution of the Indian exchange problem 
ihe mam queations that now haie to be decided aie — 

(.a) whether the time is now ripe for this attempt and 

(6) if so what should bo the basis of the new exchange ratio ’ 

2 As legards (o') account has to be takeu both of local and international factors 
The historical note pieviouslj circuhled Ins already touched upon the principal 
considerations that appear re]e\anl to this issue Ihese appear to be as follows — 

(a) The Indian budget is a 1 alanced budget and barring any unforeseen 
calamities such as w ai or famine on a large scale the capacity of the Gm einmeiit of 
India to mamt uii budget equilibmun m the future may be assumed 

(b) The rioalmg Debt m the foim of lieasury bills which at one time threatened 
to reach dangerous proportions has now been oxlmguished and the dangei of the 
Govcinment being compelled to lesort to inOation on this account has disappeared 
Ihere IS indeed <i cansiderahle volume of short teiai debt maturing in the next few 
ye irs (vide figures in Appendix 1) but the credit of the Government of India is such 
that there should be no inaupetable dilBculty in leoewiug the debt on m iturity by 
coinerbiou operations supplemented as necessary by fresh borrowing 

(o) The stabilisation of the Indian exchange pre supposes a substantial export 
surplus winch has to proMde the amount required for meeting the bomo charges, 
now amounting to about 2S 000000^ on revenue account phts my sterling 
capitil expenditure not met by borrowing iii the United kingdom In tlio five 
vear'' before the wai the visilile balance of trade in merchandise und precious inetds 
avenged Us 42 2 croros aim tally m Indias favour In 11)23-21 aud lt)24-Jj the 
-corresponding figures a\ere Us db 2 ciores and Us 01 1 crorts Assuming tint no 
seiious or sudden disturbance of world values is to be apprehended, India should be 
in a position to maintain a sub'stantial export surplus in the future us in the pxst, 
though not uecessariK as large as lu the last two years This remark has 
reference to the normal tendency of Indian trad“ over an extended period 
and does not mean that occasions may not arise especially in the event of 
inonsoon failures when the balance of Iraoe may be temporarily adverse Such a 
situation if exhibited m a tenJenev of exthuiige to weaken below the gold export 
pantv called for ileGnitc action under the exchange system ns in force before the 
war aud hvs to be taken into account id the formulation of any new policy (see (d) 
below) 

Iix thi'. connectiou it mix be of interest to refer to certain statistics of Indian 
trade and puce indices lor the five years before the war the average annual 
valii" of tho private import ind export trade m goo Is to and from India was 
Rs 146 crore> and Ks 224 crores rcspectivelr The corre'^ponclmg figures in the 
years 192T 24 and 1924-2o were (imports) Rs 217 crores and Rs 213 crores 
xud (exports) Us JG2 crores and Its Jb crores re-'pectively Allovrmg for the 
increase in import prices of SO pei cent and 100 per cent, m each of the last- 
meutioned years above the pre n ir figire aiUl about 4o per cent® m the export 
values in each of the years concerned, the corresponding valuations on the basis of 
prc'-war prices woild be (imports) Us 121 crores and Rs 122 croies and (exports) 
Ivs 2o0 croies and Us 27 j crores respectively It would siem reasonable to expect 
that if au I when prices in the chief manufictiuiug countries fall, tlie volume of 
imports into India should increase 

* The t^rcentACPt) I ere ii.<el are baaeilot figntv^ tuLin fn m I lex Noabeniof b d an Irce<, 

lSt>l IDIS (w th AJJen In) j ubl «I ett by the Department ot Sut xt cs 1 da (5-? Appcnlii II ) 
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Allhowgt the satisC-xctorj character of the ludnn cxi ort trade is hroii^jhl out h\ the- 
aWe fi''ure 6 . it is natural to enquire, with rt fertnee to the iiioiciiicut of cxclnngc, 
whcthei Indian prices stand m die sanu relation to world prices as the^ did before 


Tlie Calcutta luilcx number, xrhicli i-* belic'ctl to be the most leliablo of the liidi m 
gencial index numbers is hosed on the imces of a number of mduidual articlrs, 
including foi this purpose import and export articles On tho iiasis of tho latest 
avaihble figures (August 192o) as (ompared with 100 pro war (ride Appendix U), the 
Calcutta general index number stood at 157 as compared with the Statist index 
number for the United Kingdom of la's and the United States (Lalxuir Ihircau) index 
number of IGO These iigurob teiQpt the inference tli it Indian and world prices ha\ e 
now much the same relaticm as 1 etore the war Rut it has to be rcmemlercd tint 
the pve-war rupee exchange stood at 1« Id and the rupee dollar exchange at 3il cents 
as compired with approsimateU li* Cd ui 1 101 cents rcspectiiclv list Vugust 
Allowing for the variation m exchange it la iicccss iry to raise the Indian index h\ 
one-eighth to find the compaiatixe gold price index for Indi i corresjHinding to the 
Statist figme, and the Indian figuie of I o7 would riic to 177 ns comparid with the 
Statist index of UiS This might suggest that the present level of Inilmn puces is 
too high or lint the exchange is higher than price j intus would warrant On tin 
other hand apart from the difliculliea inhcrenl in the interpretation of index iniinbers, 
there seems lo he no corn incing reason for assuming that tin ratio hetisiiMi Inliiii 
and United Kingdom prices will uecessatilj ho tlie same in the future as before the 
war The course of events Ins been different in the two couutues and dlowniuc 
must be made for tlie heavj general tiriff which is now in force in hull v I urtJicr 


there is at present a siril lug disparitj between the index numbei’s for Indiuiixport 
and import articles winch Iasi Juh stood at 112 and 101 rispcttuch Jlu. li^iphi 
of this last figure which owing to the use m «xchiaco underrates tlic inoreasi no 
doubt largely explains the lelatiaclj low imports mto India at tlic prestoi tunc Rut 
allowiug for the n»e m exchange from 1* II to 1» Gd the exj irl index of 
142 conesponds clo<el) with the Wotisi IxiK inimberlDS riiiis on the lasts of 
the lulian export index there would seem to K no material disjaritx bcuuoii the 
present and pve-war relations of British prices genenllv and the prices of Indian 
exports 

M hile it IS difficult to dnw anj precise practical conclusions from this surxi\ of 
recent index nmnboro, it nnj perhaps bo eiil that thej in i sense elucidate the 
tendencies of Indian tiade as exhibited in the actual efnt sties of exports and imports 
(d) Ihe stahiliaation of the rupee-sterling exchange postulates tliat the Govern 
inent «lioukl be able to provide rupees without iiiuit at the nfio oslabhshtd nnil th it 
it should have the means of drawing off rednndint jocal currenev slionld this be 
required it anj time As reganls the supplv of rupees the maintenance of the 
1» 4(1 exchange was if coinertibiblv was not to be Bocnfictd leudeicd imiossible 
in the course of the warbv llw great ti e in the price of silier 'Withwlier at 
about I’f yer standard ounce thi. cost of a lupec (iwcludmg minting charges) is 
about id Itith exchange at Is Off the price of sdver would have to n^e to 
47 1 pel standard ounce before the actu il cost of the currenej unit would amount to 
exchange value If the exchange w-ie at Is Bd oi ds the corresponding iigurts 
wculcl be about o31 and ( ud per standard ounce Since the restoration of the gold 
standard m the Uintod Kingdom, the price of silver in London has lauged between 
and d3^Vf pev standard ounce 


As regards the leservea available to enable Uic Government to offer luttrnational 
exchange against paiment of local currenev, the position is as follows The Gold 
Standard Reserve wbicli is invested in sterling securities, inosth with short f, r.n 
uiUnritj, amounts to 40000 0001, the actual constitution on 30ih Sontember 10^ 
bems IS Aoivn in Apj endix III Under elistmg orders the reserve n ill not increVse 
Ijejmul this figure In addition to this reserie nhich has been speolficolli built i.n 

lor the support oierchsnge 20000(^1 British Treasury Bills urrst presenrwVm 

• Cveil assted terrovnng posers pa Beser'te ^and^'^theni Currency 

■Oil Sepienbe. 19'o _ a “iso held m India 

Fo, prodoel,„pnr,o,e. GtrOOOOW r;", , ''htcll recOurse 

F rgeseralpoepo es 1 soil 1061 . coultl he had il necesssrj There are la 

of the Secretary of State and reconj£*lo'*tl5 London”maK'’?'^ “ 
slrengthemug the resource, of the Secietiiv of Slate n heneTO requTO/'"" °'’™ 
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The que'^tjon of tlie n(leq»ac\ or otlienrj&o of tlie Gold Standard Ifesene «?JJ 
doubtlob-?, oiigago tlio attention of the Oommitteo> but at pie&cnt it ma^ suffice to 
state that the amount of the ri servo niav lie compared with 20000 000? winch is the 
niatinnim figure held in it before the war "Vloreover at no time before the war did 
the amount held m the Gold Standard Reserve and the Paper Ciirrenc} Reserve on 
this side together exceed 31 000,000? ” 


In 1910 the late Sir I lonel Abrahams inclined to the view that 25 000 000? 
( 1 , 1 , Qu,.t,o,. 5(26 n.b.ilo,, S'”"'' ■'iloqiMte lioUhuK in tlie Onlil 

Sniitl C mn ut« ) btandaid utseivo,but held thit no Iinal decision 

should be taken until economic conditions 
had returned to greater uonnilitj Sir llenr> Howard, who was at one tune 
rr r i j , n r. ^ r i riiinncial Seen tary to the Government of India 
Arp<-Vl«'l £rnVo„!.n.,il.^Comi,.ii«) liclil tint tlio iim shoiilil bo to biiiU tliorosene 
up to not less than 40 000000? which la the 
actual figure at the present time He considered that after this tot.il tnd been 
reached half of the subsequent accretions might profitabl} be diverted to capital 
expenditure and that after 60,000,000? had been reached all the receipts iLcnuiig 
to the reserve tiiight be so utihetd 


111 Memoiauduin \o 1 it was explained that the avenge annual absorption of 
euiTcncy bj India in the five jevra preceding the war was about 2'’ ciores In 
the eleven abnormal jears 1911-15 to 1921 25 the average absorption was about 
ils 2 j crorea What the future nonual figure is likely to bo cannot bo foreseen 
iJnt assuming that it will be in tho iieighbourbooil of Rs 2a crores it will be 
observed that a Gold blaiidard Uc'^erve of 40 000 000? represents a powci of 
coutncling tho curreuev at an exchange of 1» (k? to the extent of appioximutclj 
Rs 53 crorc'' that i«, about two years normal obsoiption Past experience suggests 
that except m quite abnormal circmiistauces this nmounl of etirrenej contraction 
would be much m excess of wliat the market could stand without piojucing grave 
fitnngtne^, and that i much funallcr amount oF coiUratUon should biiffice to bring 
about the readjustment of credit and price® rcqmicd to reestablish tho exchange 
value of the rupee should this at am time threaten to fall awa\ At the same 
time account must be taken of tlit faetthit iioimalnj in world conditions has not 
jet been established and ihotigU it would pos iblv suffice to niamtun a resene of 
_5t)00000? or thereabouts with the view to icdiess a wealening of txcb mge 
duo Co a teniporarj adverse trade balance, it is dilhcidc to assess the strain that 
nugbt bo placed on the reserve if a prolonged period of steadily falling gold prices 
set in and the Secretarj of btatc was obliged bv adverse financial conditions, to draw 
iieavilv on (lie reserve for finaiicmg his requin meats, Sfoieover it is undesirable to 
reduce the tilerling reserves to n figure which might not levve a sufficient margin 
for safetj or might give n-*e to umliip alarm or nervousness on the part of the 
public Ihe Babington Smith Committee agreeing m this lespecl with the 
Chamberlain Comnussiou of 1913-14 held id 1919 that no limit could it that time 
be fixed to the amount up to which tho Gold Standard Reserves should be 
accunnilated from the piofits of coinage Ihej considered ‘hat the settlement of 
this mattei should await the return of normal conditions 


Since the date of the THbrngton Smith Committee expeneuco sheds little light 
regarding the amount at winch the Gold blandanl Reserve should be maintained 
liie sterling reseivesof the Secretarj of State have onlj once been called into plav 
since tlie date of th it Report, th it is in 1920 when as explained in Alemoraudum No 1, 
an attempt was made to suppoit exchange at 2« gold and later at 2s sttiling 
Ihe catastrophic fall in prices rendered the attempt abortive but the fact that 
55 00000(^1 was expended jn a vain ittenipt to support exchange m exceptional 
conditions is no evidence that the existing reserves are insufficient having regxrd to 
an\ normal contingency that mvv properly he provided for It may perhaps be 
urged that reserves m lAindon aggregating j£COOOOOOO (£40 000, OOU in tlie Gold 
Standard Reserve and £20000 000 in the Paper Currencj Reserve inespectne of 
Currencj Reserve gold m India) repiescnt on excessive holding But there is firce 
in the view that before reducing the size of the Gold Standard Jleserve experience of 


• T1 

s DCS Jaji 
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£con(tr> ,f 


q fijfiire may te cotnpai-ed \,itl II e reseires I ell ulroad by Japan Itlnsleeu tie pracf ce 
first adopted the gol I Bfnndanl to J.eep a cone den ble spec e reserve n ^ev 'Jorkand 

S ni-e January 19‘’2 the total snm so kept 1 as d m n si ed not ceably In 19'’! the amount 
1 OOO m II on yen out in Hard 1924 the amunnt 1 ad dwindled dou n to 403 mill on yen — TI e 
rciieir 14tl Iioreiabei 19‘’4 (lOCOmll n yei = at par ot exchange about 100 000 000/ 1 
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BOYAL COMUISSIO^ ON IKBIW CUttBENCY AND FINANCE 
tli8 Tvork.nK o! a re-cslaWi4cil esehange s\stem over a senes o£ yeiirs sliOilld be 

annited and m sad. a maUci where there K dearly scope for diHereOCe of opimoo, 

the imga.tade of the issoes suggests that less Inim is (o be apprehended iron, 
maiataimag the reserve at a high figure than from lediicmg It to what Blight prove 
an \u'i«leo\n.te ot mconveaient Ie\el In dealing «ith this question it is necess'ii'j, of 
course to ll^^e regard to the rate of exchange that it miy be desired to establish m 
the future, and in formiiktrng a line of policy *»& regards the Gold Standard lteser\e 
It might be well to consider whether it would be desirable to regulate n» growth with 
reference to the holding of sterling and gold lu the Paper Currency Keser\e 


(eI The reestablishment of the gold standard in the Lnited Kingdom has 
removed one of the warn difficnUies that faced the llabmgtou Smith Committee in 
1019 'Ihc experience of the period immejliatelv fallowing the issue of the Report 
*.howed the dangei of attempting to fix the exchange \alue of the rupee while 
•aterlmg was divorced from gold and it Ins lieeu genemJlj lecognised, since the 
breakd'own of the Babington-Smitli Committees scheme that it would be desirable 
to wait for the return of the ^old standard la tlit United Kingdom before a further 
attempt was made to stabilise the rupee exchange 


J Ihe question, whether the tune is opportune for bringing to an end the 
period of instabilit} of the rupee exchange involves consideration of the prospects 
of worll piice movements m the period ahead In Memorandum Ko 1 vlready 
referred to it hao been shown th\t the rise lo the lupee exchange in 10;i2-2-i 
pKjed an important part m securing relative price siahilitj for India at a tune 
when world prices were rising Ihe arguments in favour of regulating currencj 
policy with a vnew primarily to secirmg price stability have been much debated 
in the Preas and elsewhere and undoubtedly there VTOuId be certain adyautages 
ill applying such i policj to India, where cooditioas are income respects favourable 
for this treatment of the question but as the United Kingdom the sterling 
using Dominions and other important European countries, have rejected the 
idea ol basing then currencj policy on loterniu prices and have elected to revert 
to the gold standard, rt is scarcelj a practical issvie to consider a different course m 
the case of India Further Indian trade and finance are clo’^elj bound up witli 
sterling and there will bt great and manifest adv vntoges to Government and trade in 
rc-establi^hing an effective fixed parity between the rupee and the pound now that 
the Lniied Kingdom has reverted to the gold standard Moreover, in such a matter 
It is iiecc®sarj to pav great weight toseutiment and there is no doubt that Indian, 
economic and political sentiment is strongly m favour of a reversion to gold as soOn 
aa possible It would seem, therefore that the onlv justification for not bringing the 
Indian ciirrcncv into line with tbo policy of the Uuiled Kingdom and the Domimons 
would have to be founded on an anticipation of in earlj or substantial chanf'c lu the 
level of world pnees, which might make it desirable to postpone for a furtber period 
tho actual vlccisioii as to iheritingof the rupee Ihe point deseiaes careful attention, 
a< if the olciwcnt of clasticUj at present mherent in the regulation ol the nipee 
exchange i> once surrenderc I bv linl mg the rupee to gold at a new pantj , it would 
scarcelj be possible to recover it except in the deplorable event of a breakdown of 
the utw ratio 


•1 If any substantial Ti<;e in worltl prices to be apprehended at an early dale the 
ratio of tlic rupee m terms of goW vlctcnnvneJ in the light of existing factors mio'ht 
prove lower than would be expedient On the other hand if anj substantial falPm 
world prices is likely the ratio determined m tho light of existing factor*, minht 
prove higher than would bo conducive to ludias economic interests mthelone run 
orimghtevcnconceiwblv be lievoudtbe power of Government to render effecti\< m 

the on I It IS not suggested that anj clear evidence exists for inclining to either nf 
itei Ins iindoubteinj been advantage in mitigating for India m 

I bj the nse in exAange the effect ol the rise m world prices which would have 

l^ncoimminicated to her ha. the mpte been effoctivolylmked to sterling or gdd at a 
fixed ratio domg that period and there are obvious .Irnwbacks at a tfme vfhen thn 
future of world prices is obscure, m surrcnderiiig this element of elastipiix m iJi ° 
currencj policy On the other Iiand n is imporCant m the interns o L 
and trade to I ring to an end tbe period of exchange instability as soon 
ground for l>eheMng that world* pmes are i.kel? to mna,r4asrauVl^^^^^^^^ 
douVt Ills at present difilciih to forecast fntiire movemems in ih(> t-nJ 1 ^° 

cl p,!.!. nn,l on ,l,s tal , c„.c ,„.~W le for a hXr pe^ZrS.;; wi™ 
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taking permaaeat decisions legardmg tlie lupee aterlmg exchange But altogetiier 
apirt from the natural desire to tornimate the period of Government manigcnient of 
the currency, in the sense tint it has 1 ad to be managed m the last few years it may 
perhaps he issumed that the United kingdom and the other coimtnes u hich have 
now leturned to the gold stand wd would not hive done '>0 Ind there uot been 
goo I grounds foi holding that tho yen'* immediitelv ahead would not vituessiuy 
serious change m price levels Iti this connection it n worth noting the statement 
hv tne Chancellor of the Exchequer on J8th Aprd — 

“We hive enteied a period on both bides of the Atlantic when political 

Hid economic stihility seemS to be nioreasaiued than it has been foi some years ' 
Fnither the importance of inaintaming the commodity value of gold stable was 
emphasised it the Geno-i Conference, and it inaj perhaps be anticipated that this is 
111 eh to be a subject of constant iiie to the principal Central Banks ot the world 
While therefore, it cannot be di^iined that there innst be some risk in 1 asing 
recommendations regirdmg the permanent rating of the rupee on the fictors of 
to day, it has to be consjdeied if the nsKs are greater than it would be reabonable to 
take, indeven if decisions, were postponed foi a furthei period the element of risk 
cannot be entiiely eliminated whenevti the actual decision is taken 

5 The hearing of Indi i s absorption of gold on the stabilisation of the exchange 
will doubtless receive attention Statistics aie included m Appendix IV^ showing 
the amount of India a net absorption of piecions metals m recent jeirs The large 
volume of net gold imports in 10^2 23 1923 21aan'J24-2o viz Rs 41 croies Rs 29 
crore«s and U*' 70* croies respeaive4 are noteworthy, and it i& significant that, 
de pile these large imports exchaugo rose in these three jears from 1 a gold to 
practically 1** Cd gold With the m»c in the gold value of the rnpe* s ibstanticllj 
above the pre war latmg gold Ins lately been cheaper in In ha than at any tune during 
the past generation It is, therefore no mattei foi sui prise that imports of gold have 
recently been on an unprecedented scale Although efforts have been, anduie being, 
made to encourage the inveatnient habit in India changes in this direction are likely to b^ 
of slow growth and it must be assumed that with gold relatively cheap India p 
demand for the metal is hkelj to continue to be large Impoits of comrooditieb have 
been relatively low in recent yeir» doubtless in pait owing to high prices in the 
manufacturing countries If gold prices decline the tendency mav he for India to 
take a larger part of the payment for her exports lu commodities lather tlian in gold 
The question of these gold imports has an important relation to tbo fume of 
coranimAtwv n'cn; oi* guiU’ taVa* <v gmW jTntaer gen\;i~riVir 3vu*ctieivu\n.arn\a*batnn*imy 
reason to tlimk that India s absorption of gold is likely to militate against the mam 
tenance of the rupee exchange lo the future anr more tlian it did in the pre narpeiiod 

0 The utilisation of gold in India as cunenev is a separate but connected issue 
with a long history behind it Tlio views of the Babington Smith Committee will he 
found in paras OG 8 of their Report The queatioa of opening a gold mint m 
Borabav has not been, a practical one m lecent years owing to the exchange position 
being out of w,cmd with the statutory ratio But the issue must be expectiil to aiise 
again if and when a new elfectivc gold pariti is established and a dimand may be 
anticipated that a branch of the Royal Mint for the coinage of gold should be 
reopened m Bombay as recommended by the Babington Smith Committee ® A new 
factor bearing on the case is the derision of Ilis Majesty s Government not to give 
facilities foi the oirculatiou of gold com in the United Ivuigdoin at present 

7 If It IS held tnat the time is appiopiiate fir measures to be taken to stabilise the 
exchange value of tlie rupee the question, of the ratio has to be conbuiored not fiom 
the point of view of the prewar latiog or from the point of view of tho abiiornnl 
conditions ruling towards the end of the war but from the point of v lew ( f the ruling 
ratio and the p tnty of Indian and norld prices It is certaizdy a strd ing fatt that, 
so far as the present writer knows the Indian exchange is the oiilv important excli uige 
111 the world th it has ipprecialed m terms of gold and it may he asl e 1 why the 
pre war rate should not be re*estahhshK’ m India aa m the United kingdom It is 
2 iot proposed topmsue this question here hevond observing that the history of the 

* Cf nuswei to ft quest ou Jti tl e Coanc 1 of State Wtli Jannaiy 192-1 — Tl e Ii I a minis 

are prepared to co n gold ns soon as the iemaad fo g U cuixencj- arises but uo ench demand can arise 
so lont' «s the present prea urn on gol I ns con pare I w Uirta statutory pint} ex sts 
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British and Indian currencies since the ontbreik of war and the economic conditions 
of the t«o countries, are widelj different Xlie breal down of the exchange 

and tlie progres-iUe rise m the rupee exchange to 2« and ibove must be regaided as 
haling deprived the old la Id ratio of validity bimilarly, the collapse of the 
2s ratio embodied m the Indian Comage \ct of 1920 and the disappearance of the 
conditions under which that ratio might have become effective, have deprived the 2s 
ratio of the sanctity ordinarily attiching to currency law 

Ihese ritios have now an historical and academic interest If it weie desiied 
to direct currency policy towards their re-establishment it would bo necessaiy to 
justify that policy, not liy arguments based on past history but on the economic 
factors of the piesent 

8 Foi the purpose of this part of the discussion it has been assumed that a peiiod 
of relative economic stability^ may be expected otherwise it would presumably be 
considered inexpedient to attempt at present the permanent fixation of the rupee 
exchange On this hypothesis it may be ask«d what would he the effect of 
re eslablishinj, an exchange rating of 1* 4cl ’ Seeing tbnt the rupee exchange has now 
ruled it about U hd for so ne time it must he presiuued that the adjustment of 
prices and wages in India to this ratio has been continuously m progress and that 
a permanent lowering of exchange would involve a seiioiis disturbance of values 
Doubtlt-ss tbp period of falling exchange would result m immediate profit to 
BOme industries which avould be able to increase the rupee price of their products 
without at once having to meet a corresponding increase in the costs of pioduction 
As regards these costs expeiieiicc has shoun that adjustments of wages in due course 
follow a rise m the cost of living and the temporary advantage disappears on the 
readjustment of costs and wages to the reduced purchasing power of money It may 
be asked whether it would be ncceesary or expedient to increase the nominal wages 
of Indian labour, urban or rural in the event of a decline in the purchasing power of 
the rupee This is a question on which first baud evidence is mot© readily obtainable 
in India than in this country, where up to date statistics are not available rigures 
for the year 1022 from the Bombay Presidency tend to “how that the real wbms of 
labour We risen since 1914 except in the case of field or ordinary labour m rural 
areas, the largest increase, that of ordinaiy urban labour, hav mg been about ] 2 ner 
cent The bearing of this position on the Indian cotton itulusiij, subjected to vigormis 
Japanese competition, may be developed by witnesses m India Others will be in a 
position to speak of the importance of mainlammg the standard of Itvmg of fVe 
workers ** 

0 I rom the point of view o* Government a reduction of the exchange ratio fiom 
Iv Gf to I« id would have far-reaching reactions throughout the administration 
One immediate effect would be to increase the burden of the home charges bv 
approximately Ro H ciores per annum which would militate against the execution, 
of important financial measures that the Government of India have m view Xhe 
Local GDvcrnmenl<» would also suffer severely from any riso in general nrices 
consequent on v decline m exchange This would again upset financial equilibrium 
and the process of readjustment would rai«e fresh and einbarnssiDg problems affecting 
the incideiite of taxation It should be noted in tlii-i connection that an importan't 
part of their income is derived from the land revenue, which is either permanentlv 
fixed or onlv capable of slow ixpansioo over ao extended period ^ 

10 '1 hero are dso objections assuming again that the period ahead is one of 
economic stability to directing policy towards enhancing the exchange value of tl 

rupee Such a policy would if it became effective, involve the reduction of the rii ** 

prices of Indian pro luce and vxould inflict a serious tax on industry unid costa 
been reduced m correspondence with tlic increased purchasing povyer of then 
'Ibis process would impose au unnecessary strain on indubtry at a time whiff^*^ 
generally recognised to be a difficult one for business It has to ho remembere 1 t» 
the recent rise in exchange to Ir bZ as has been pomte 1 out m diemnr ^ t 
h._o _1 Ins l)ceiv assisted by tlw rise in world prices which enabled tho err-i 
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making (Iii-s a goNerncng consulention i« deiliiig vMtIi the lufiiin exdiange and 
ior e^po^Jiig Indian trade in the procis's to gm\e risks and uncertainty It ivill also 
be realised that auj announcement of the intention of Government to stabili'^ the 
exchange at a ratio either above or belon the niliiig rite would be likely to mlroduco 
disturbing factors into business and to encourage speculation 

11 'Ihe above argiiinenls point to the conclusion that, if it were desired to-day 
to stabilise the rupee exchange, tins should bo done with reference to the ruling rate, 
MZ , 1» Gd , I c , tiie boveretgn would lie equivalent to Rs 13^ and the gold rating of 
the rupee would bo 8 47512 grams of line gold * 

Tigures showing the market rato of exchange m recent months will be found in 
Appendix \ As regards these it will be observed that the rate has ruled m the 
neighbourhood of Is Gd since October 1924, and it must be assumed that prices and 
wages have been adjusting themselves to this rate throughont the period from this 
date Moreover, iii the ab-jence of unforeseen developments, there would appear to be 
no abnormal risks m a policj aiming at stabilisation at this Ibvel 

12 TliC'.e observations applj, of voiirse, to existing conditions The situation 
maj concenablj change before the Commission reports, and it may be necessary to 
modifj in import int respects tlie views provisionally expressed above m the course of 
any later evidence that the Commission may reouire 

• This retin^ it roftj Iw obserreil incilenliUi* foraisUes a reUlivelj coiiveiueiit pinty for espi-csain^ 
n Bovemim m teims g! rapges and a ni{e« in tttms of )>ence If boweror, conditioTui pointed to 
stabiUsation at Knmc other paint which did not forniah theee two f u,ilitieti and a choice Im I to bo made 
between them the a Ivaotages of bein); able 1 1 convert the aoTereigti into an exact eqmrsicnt m Indian 
carrracy especiatly tl it le made legnl tender lo iiidui de*ierre to Ik emphaniisol 
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Jtupee Debt of the Government of India maturing from 1926 to 
1935. Amounts outstanding on 31st March 1925, modified as a 
result of Conversion Loan of 1925, 
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Jndox Number, of Wholesale Pri.e, based on 100 in 1B13.» 
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\ll INDIA III 

Gold standard Reserve Composition on 30th September 1925. 


In hiifjlaml X 

('"'I'lh at Bink of Ltisinnd - - • •• J uOO 

Biitisli ireasury Bills _ _ - 10,529 0»1 

Securities maturing aithm the neil tiro jears • 7,308,070 

toecuntiea maturing minoro thm two and less than fire jenrs 20,160 216 
Securities maturing in more linn five and Ie*.i. than 10 }e us OjO 000 
British 1\ ai l^an, 1929-47 - ... ')G0179 
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Aiifndia IV 


Indian Sea-borne Trade in Gold and Silver on Private Account, 
XoTF — Tlio figures in this table exclude transactions which do not enter into the 
bihiice of trade 
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An INDIA V. 

Rates of Exchange for Calcutta Telegraphic Transfers on London 
(average of daily rates). 
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Memorandum No 3, on “Note on Proposals for promoting a Gold 
Currency m India, submitted by Mr. C. H. Kisch, C.B , Financial 
Secretary, India Offlce nuanciai 

3.:=, S~i ' 

'i ''oT,si;Ti?":,b;tf - 

2 Nature of disturbance inrohed 

3 Secuntr of Government during proces, 

4 Cos! 

5 Alleged defects m pre-war sj-stera 
Character of the objective 

In pai-a 8 of liis memorandum on \ Gold 5 »Hn l^i,l ft ► t j 
muloubtidlj the ideal to be aimed at is the slt-teiii ^en.ung states that 

which the Note is the sole full legal icndei in i . Butaui under 

mstalulised by the .tatutoi^ ol^^’galloD imposed on the Snrof r® ^terhng 

gold at rates corresponding roughlj to the par of ewhan^ ^ ^ Euglaacl to bin and sell 

iliis ideal seems liowcver t> be mthei iirriK .i 
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joto disrepute It is admittedly not possible to form an accurate e<jtimate of the number of 
rupees that will be piesented for eschan^ into gold imder the scheme suggested All one 
can say is that the bullion dealers of India are not likely to miss the opportimitr that so 
ndical a change in the currencj policj mil afford Their obvious interest -will be to discredit 
the rupee and collect as many rupees is theycau from all quarters for exchange and it may 
be assumed tliat the peasantry mil pay liberal commissions in the process The limitation 
of the exchange to gold bars of 4U0 ozs. the value of which at the rupee is less 

than Rb 23 000, would not give protection, as the point could be met bv clubbing and the 
concerted operations of Indian dealers 

The possible effect of the offer to give gold for notes does not appear to be appreciated 
in the calculations regarding the ainonnt of gold required to bring the scheme of a gold 
circulation into operation The speculative element here is of the gravest possible kind 
The other e-itimates — of 110 crores of ru-peesaa the total amount lik5y to be presented of 
50 crores of gold as the initial stock &c — ate (inevitably) not very securely based But 
in this matter of the possible extent of the substitution of gold for notes no estimate is 
possible at all and no practical limitation can be set 

No indication as to the time that might elapse between stage 1 and stage 2 is given 
ItiR cci tain Iv possible that the scheme might have to be abandoned before it got beyond 
stage 1 that is the stage in winch gi^l bullion is being supplied for non currency purposes 
It IS submitted that a scheme of cuiiency reform of which the progress is so imcertam and 
of which the piocess is so extendeil — a most objectionable feature n itself — could only be 
justified if bv no other means a sound system meeting the reqimements of the country 
could be provided 

It IS recognised that the largo aOditiooal dram of gold to India over tho oulinary 
aemand which is already large, might senoualy affect gold prices and jt is suggested tliat it 
would probably be necessary to mal e sj ecial anpiigementswith the Bank of Fnglanil and the 
Federal Reserve Board of the United Stales It is difficult tofonnaview as to the future 
trend of gold prices which turns largely oii* the policy that may be pursued by tlie great 
Centra! Banks Cut with the gradual return of the nations of Europe to gold the markets 
for the metal are increasing and the tendency mav lie for countries to add to their stocl s 
as opportunity offers with the object of strengihemiig their note leserves Is u safe to set 
aside altogether tho possibility of a fall m gold prices especially it the demand for gold was 
iijcieased by additional requirement* for India forlhepuipo«© of providing a gold circulation’ 

If the solution of India s eacliangi problem is to be essared while woild conditions are 
still unstable it would seem inopportune to add to the risks by anv action that might tend 
to cause a rise in the v ilue of gold 

The Bank of England and the Tieasiiry will it is assumed have the oppoitunitj of 
expressing their views as to the effect that the scheme might be expected to h iv^ on the 
position ol gold and sterling 

Tlie attitude that the Unite 1 Stales authorities arc likely to adopt toivards tl c proposal 
IS a matter for conjecture but tlicie la one factor m the case which may be ex[ectel to 
prejudice them against it The silver pioilucing interests in the bnited Stales ate a powerful 
body and the various Acts ending with the Pittman \ct parsed for their protection siiggeat 
that they are not likelv to view without dismay ami prote^'t the threat to tho silvei market 
involved in the suggested sale of approximately R* 200 crores of silver or tliire vears 
production within ten years Ihe proposal realiv means that the silver wlncli tlie United 
States Govemnient were induced losupjdy tnlnlia at a time of great emergency is to be 
thrown back on to the market The reactions on China (including her imports from India) 
of influences tending to depress the pnic of silver contimiousU aie also wortliv of notice 

Security of Government during process 

It will be observed that tlie scheme conteraphtes tliai the sterling rc'-crveij should be 
used up and report be La 1 if nece ^^irv , to external borrowing m order to secure the suj ply 
of gold to India liat w oulJ happen if at an earlv stage m tlit progre s of tlit scheme 
India was affected bv the unfortunate vicissitudes to which she is liable’ An adver e tra le 
balance would obviously suspend progre lor tbe time being Additional external borrowing 
might become necessary pro tanto diminishing the power of Imln to draw gold on tlie 
recoveiy How far gold in India would be exported la uncertain Tlie presumptu n is tliat 
tho return < t currency for conversion mlo foieign e-xchange would tend to take the form of 
notes and silver rither tl an gold mil the attennitcd ivservea might be unt jual to the 
strain The position of the Sccretarv of State might be embarrassed The credit of India 
might be prejuduevl as the confidence of investors would presumabh !»e affccte<l 1 v the non 
existence of the large sterling reservo hitherto mainwme 1 In phorl the po siuility tliat 
India would find her-elf m senousdiRicnltie during the 10 years sjent in crossing the stream 

cannot be overlooked , , , , , , . , , , 

As regards the reserves it i-» cowltinpJated tlut dunng the earlv stage of the sclieine 
the gold*niul sterling in the Papei Currenev lU erve might be reduce 1 to Iis 50 'I crores 
and ni paiantlv tins would cither in its cntiictv or in the mam be held m sterling seciinlies 
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ITie pi-opo^inl to make gold the principal nietalhc inedmm of the currency apparently 
arises from a desire to remove vrhat are deacnbcd as the mam defects of the pre-vrar 
currencv and exchange system,’ which are referred to m the remarks below — 

(A) ‘ The maintenance of the ti/s(eni ua» iependeiU on the price ofeilter remaxnmq at such a figure 
that the Uilltvn value of the rujiee iias not hijhn than its erUiangs tahte 
The sta1nli«ed Is 4d rupee whose effective life covered about 20 years undoubtedly 
witnessed remarkable economic progioss in India and apart from the confusion caused by 
the war, there seems no rea<!on to doubt that it would have endured to this daj The war 
broke down the gold standard m countnes where it appeared solidly established, and it 
certainly cannot be assumed tliat if India had been on a gold standard with gold currency 
when the war began she would liave fared better tliaii she actually did Had India been 
on such a standard, and bad it been possible or expedient to maintain it (regarding 
which some remarks follow), she wonld have been exposed to the full violence of the 
oscillations of gold values during the war and post war periods It is reasonable to hold that 
nnj rise in the piice of silver to a pomt which would threaten a fid rupee would almost 
certamlv be due to a catasti-ophic depreciation of the purchasing power of gold and would 
be an element in a general use of prices of an untoward kind The evils of rising prices 
in the case o! India were discussed bj the Babmgton bmith Committee (paras 47 and 48), 
and have been recognised fully lu the conduct of recent exchange policj by the Government 
of India It might well bo tint if the economic history of 1914-JO were repeated India s 
policv ought in her own exclusive interest to 1 e directed to staving off some of the effects of 
gold depreciation by a modification of her exchange 

It should also be noted that with 150 crorcs still m circuhtion whether the rupee is 
unlimited legal tender or not a ii«o»n the price of silver above the bullion value of thetom 
might in certain circumstances create a situation resembling that which occurred during 
the war 

Ihe fact tliat the Is id rupee was broken in the late war i« not to be regarded so much 
as a defect of the gold exchange standard as of a defect of gold bs a basis of value at the 
itiercj of fiovemments which at a tune of national emergency mar be constnined to sacrifice 
currencv ideals normally held deni A«siumng that gold is the best practicable stamlird of 
V aiue that the wit of inan Jus hitherto found it feisible to adopt it must berecogmsed tint 
it IS tiot perfect and that no countiy can escape from the risks of the«e imperfections whether 
Its standoid 13 based on a gold cticiilxlion or on the maintenance of its exchange nt a fixed 
gold parity w ithout such circulvtiou It is perlaps worth observing thit the mtrolnction 
of a gold currency in circulation miliutes a^inst the power to promote stability of internal 
prices at exceptioml times when gold puces maj be xvuiergoing Moment disturbance In such a 
case action wonld preaumablj take the form of the «iuspenpion of the obligation to buy gold 
at the Atiiit par and the conversion of the standard com into an overvalued gold tol en 
(B) * The rupee uas in real It/ Uni el to sterhtg ontg and Uesjsteni ctnsed to be a gold erelange 
Stan lard astionas sterling d»i rcciated 

\rhen as m pre-war days gold and sterling were syuonymous and the Government of 
India was under au obligation to receive gold coin at a fixed price it seems ilifficult to 
contend that the rupee was linl ed to sterling only The second part of the btatement does 
not appear to amount to more than an assertion that when sterling depreciate 1 the authorities 
for a tune did not m fact endeavoiu to dis'wici'Vte the rupee from the foituiies of sterling 
lint some f jrtJier observations seem required 

(1) If, for purpo'so of illustiation the rupee had been linked to the dollar at a fixed 

ratio and it had been possible to roamtain this ratio during the war jears and 
subsequently, it mav be asked whether India would have benefited thereby 
Adherence lo the fixed ratio would have exposed her to the extremes of the 
fluctuations in the purchasing power of gold and uoikl haie prevented the 
Government of India from a&o^ing such relief ns it has now been possible to 
afiorcl by permitting the n eloJs Cf gold The argument may perhaps be even 
more clearlj appreciateil if one imagines what wool 1 have liappened if the moiiefaiy 
policj of the kinitcd States of \inenca m 1920 had been diiected towards the 
maintenance of the then level of gold prices 

(2) In framing a permanent ctirrency policy for India it is suggested that due weight 

must be assigned to the probable ulcntitv in the future of sterling and gold 
llie special character of Indian external trade which is mainly financed m sterling 
gives force to this consideiation 

(3) If India liad enjoyed a gold standard based on a gold cumulation at the outbreak 

of war. It IS open to question what her subsequent policv would have leen ^\hell 
the existence of the Empire was m jeopardj and India b own future Imng m the 
balance would it Lave Wen consistent with. Indias own mteiest to have sought 
to add to the drain on the limited supplies of gold available when its con ervation 
was a V ital matter for the purpose of employment m foreign quarters ’ If under 
some national stre s or emeigency sterlini; were again to become divorced from 
gold the action to be taken bv India cannot be prejudged but would have (o be 
detennined m the light of tl e actnal circumstances 
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Tluslowpere«,ila^(30 pei cent) of ttliicll at liM mil) a tnnil pmnortioii tHiulil bi a„l,l 
ofe^lnii"?”*' '“I'cniliililt ol tlie note ami ilic iiuinlcn^nco’ 

Sir Baml Bllclielt ml), llie object of • re liiclns tile co,l of ll c Klieiiic e.iiritcvt, tl.n •),„ 
rceire nnglit eientiinllt cniiliii.a metallic laikinKtt ,1 oat L'J 11 per tent Ti, llmt Ic 
gold^.„_d .tetlicg aesets miglt macaa. aW ,0 per ccat llc';e two , Im 

far ^ 

7 --j- 10 I'cai'j cmaimeTit 

riiere si.onld le no ^ZlZn lTio Z ^IT "‘7"?"' 

slioulcl be cletennineil with reS-mice to the\KK<«ible SZ'f tlx* ft' uhhle umoniit uhich 
reference, o the cost of. .I.n^neanil no. with 

(-) Uter the cireiilation ir estnhhsljotl lie micx. 1 1 

the d^ita nsauned consist of 'ibout 190 riores notes ,0 ^ > aPI>^r(‘nth on 

rnpees 7x>rwd mih 190 cmrt» of notes i«,| TiiK. r ^ ‘ of 

stanrhi.l It has been sug^estcl aWeT^ 

practice coiitinnc to he used as nn unlimttel loril ten ler m « * 1 *^*’) * 
piesent \ reflux of ciirrenc\ from cirenhiK n mil . V*i Mnie wav as at 

pi-opomon of rupees is the teiulency wiH .lonbtles^ (j f 71'!,’^^ ' its duo 

^currencj to he retainel as far ns possible be the ntibb T nsnnv be functionin;; 
W to guannteenot onlj tlie eiclnngc \ilue inl il.r.i . '* will 

but will also hue to support a rupee cirr^lMmrof «)rucrt.h,l,ty . f , 1 .. 

.IS that now functioning as iiiomj flie In hsn * * ' I'xrils or t!irec-<piartcrs ns hroo 

rtipecs milstamlmg mk"'',*," 7 "' T'^ " ’ P™'.*ion forThc 

of rupees m gold mil baremiioieilllie mk l’ '' '"'■'"illioo ot i ,,ria,„ „„m,„t. 
mil provide additumal support to tlic etcliaiigo It i" rt'’lT " ' ' k'll^l 

forttcotningfrom a return of grid Imifch i^ii.v.1 L', , liow fir iissisiautc will lu» 

preaiimablj contiibute their quota to tl.7e* '''''' "■’'"I-ni™ tlie nipecs m ^ *° 1 

reserv e must ,he„,„re iS ""k'In«7Tl "e ±'l', 7,‘'‘ 

part of the unbacked rupee citouCiI’Sr * ku. to a rt»,,ble",'',„”f„'^J 

Cost of the Scheme 

circumstances exceed tins amount S i ‘ per 7"^"^ cl'irge. 

difficult to oljtam m present Lironmci ,® that su^, s ^ tountrv 

One point m theidmn ^ 

question By recoiistitutinp the f'lrthei remarh witJi ’'’J *t ? 

of real assets nnd reduciinr^Itot* ** Cnrrenci Kesene with a to tlie cost 

to lessen the cost of mtrod^mng 1 cuing proport, o , of lhoL^!i!^’7‘’°"'*’ 

SSS.E™*.--.™... 

to examine closelv tl ^ cireniroent sets, its Iis« i”. ^ enough mid „i,, . 

on wliidi tb^nefde a tU’^ ' ^”«ess 

• Cr J f™"'' ■' ifeemed desiruHe “"‘''''“•T 
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Tlie propo'^al to make golO tlic principal metallic medium of the currency apparently 
arises from a desire to renio\c what are de«>cnbed as “the num defects of the pre-war 
carrency and exchange system,’ wJuch ore referred to m the remarks below — 

(A) '^The mainCftiance of the vjsttm ita$ dejMfn^nt on the price of ether remnimin/ at such a ffftire 
that the bullion t alue of Ike rupee noa not higher than its exchange i alue 
The stabilised Is 4d rupee, who«B effectHelife covered about 20 years undoubtedly 
witnessed remarkable economic progress in India and, apart from the confusion caused by 
the war, there seems no reason to doubt that it would have endured to this day Ihe war 
broke (town the gold standanl in countries vrliere it appeared solidlj establishe 1, and it 
certainly cannot be assumed that if India liad been on a gold standanl with gold currency 
when the vrar began she would have fared better than she actually did Had India been 
on sncli a standard, aud had it been possible or expedient to maintam it (regarding 
which some remarks follow), she vrould have been exposed to the full rioleiice of tho 
oscillations of gold values during the war and post war periods It is reasonable to hold that 
any rise m the pace of silver to a point which would threaten a 6d rupee would almost 
certainly be due to a catastrophic depreciation of the purchasing power of gold and would 
be an element m a general nee of prices of an untoward kind The evils of rising prices 
in the case of India weie discussed b} tlie Babmgton Smith Committee (paras 47 and 48), 
and have been recognised fully m the conduct of recent exchange policy by the Gov eminent 
of India It might well be that, if the economic history of 1014-20 were repeated India’s 
poljC 3 ought in her own evclusne inteiest to be directed to staving oil some of the eiTects of 
gold depreciation by a modification of her (.xcliange 

It should also be noted that, with 150 chores still m circulation, whether the rupee is 
nnhmited legal tender or not, a ti<c m the price of «Ker above the bulhon value of (he com 
might m certain nrcumstanccs create a situation resembling that which occurred during 
the war 

Ihe fact that the 1« 4cl rupee was biokeii m the late war i* not to be regarded so much 
as *x defect of tlie gold exchange standard as of a defect of gold as a basis of value at the 
mercy of Ooventments which at a time of national emergenev mav be constrained to sacrifice 
currenev ideals normallj held deal Assuming that gold is the best practicable stanthnl of 
value tint the wit of man has lutheito fonml it feasible to adopt, it must be recognised that 
jt i8;iot perfect and that no couiiUycaii escape from the risks of these imperfections uhether 
Its standard i » based on a gold cuculatioii or on llic maintenance of its eachaugc at a fixed 
gold pant} without »uch circulation It is perhaps worth observing that the mtrodiiction 
of a gold cur’-ency in circulation milifitcs against (he power to promote shibiiity of internal 
prices at exceptional times when gold puces maybe undergoing violent disturbance In hitch u 
case action vvonld prcsuinablj take the fonn of the huspension of the obligation to buv gold 
at the ’ilint par and tlie coavcisiuti of tho standanl com into an overvalued gold tol en 
(B) "The rupee tiaa vt reulU’f liultil t> tiering onig, aud the s'jitem censtd to ben gold exchange 
etanciard ae t^nn as elerii/ig .->/ rectaled 

Miicn as in pre-war dajs gold and sterling were sjnonyinous and tho Government of 
India was under an obligation to receive gold com at a fixed price it seems (lifiicnlt to 
contend that the rupee wah linked to sterling onlj The second part of the statement does 
not appear to amount to more than an assertion that vrlien sterling depreciated, the authorities 
for a time did not m fact, endeavour to di^^sociate the rupee from the fortunes of sterling 
But some farther observations seem required 

(1) If, for purpose of illustration the rupee had liecn linked to the dollar a( a lised 
ratio, and it had been possible to maiutam (his ratio during the war years and 
Bubsequently, it mav !>e asked whether India would have benefited thereby 
Adherence 1o the fixed ratio would have exposed her to the extremes of the 
lluctuations m tho purclnsing power of gold and would iiave preveiilcl the 
Government of India from allowing such relief ns it has now Iwcn i ossible to 
afford bv permitling the n«c to Is M gold Tlie argument may perhaps Iwcvcn 
more clearly appreciated if one imagines what would have happened if the uionctnrv 
policj of the LinUed States of \inenci m 1924) had bten directed towards tlit 
inaintcnaiice of tlic (hen hvel of gold price 

(2) In framing a ^lemnnent ctirrencj policy for India it is suggested that dm weight 

must Iw aaMgned to the probable identitv in the futun of sterling and gold 
'I lie special character of Indian external (rnle which ismainlrfinantcvi m ‘.{crling, 
give-, force to this consideration 

(3) if India had tnjo} cd a gol 1 Mandanl ba-cd on a gold circulation at tho outbreak 

of war, it IS oix.n to que-tum what her pub^eviuent policv would have I n ti U In n 
tho exi-tence of tlic Empirt wa'> m jeopartlv and India s own futun hung in the 
balance vvouhl it Iiavt iKen tonsivtcnt with India’s own mten t to havi sought 
to add to the dram on the limittd supplies of gold availahk when it«. con irvalion 
was avital matter for the i urpcs-c of emplojmviil m foreign qiiarli r-’ If, under 
some national atre s or t mergency, sterling were again to bwrne doorcid from 
gold the action to be taktn bv India cannot be prejudged but vroulJ have to be 
dttenmned in the light of iht actual circura»tantes 
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(C) ‘ *1 /nil «« tie rate of exchange uaipmented hy the sale of Reierse Coiinulit hut Ooiei iimeiil 

^ "^Hereunder no statutory ulhgaUontoUikeza>l\tu.twn 

The iiTe-%TaT exchange Bjstera admittedly did not mipose on Goiernjnent x ‘jiatutory 
oblicxit.on to redeem local currency payment of internalioual etchange lhi3, however, 
must not be interpreted to mean that the GoYennnent 13 not prepared to undertake formal 
and public commitments on the subiect (Compare amiouacement issued in eoimection uith 
Babington S nith Committee’s Ilepoit ) This point is leferred to in the last paragraph of the 
Ueuiorandum No 5 on “ Kemittances andthe lemedytng of the ‘ defect does not involve 
tlie removal of its imlimite i legal tender quality from the mpee or the promotion of a gold 
circulation 


(D) 117 f/j exchange drojijied to IheUtwei gedd point there iiasnirittlomalte dei,ie ise tn the currency 

ten hng to strengthen exchange LmI siwJuIecjeflae dejendefl on the action of Goiermn<'nf 
It IS well understood tliat under the gold excliange standard tlie employment of the Gold 
Stand ud lleserv c in connection with the sale of rei erse Councils for the support of eachange, 
or the Use of the sterling assets of the Paper Cmrencv Ueserve for replenishing the Secielary 
of States balances involve a coriesponding currency contiaction in India. It is a legitimate 
question to dsl ubeUier this view was embodied with due formality in the tuirency 
constitution, but there is no reason why undei the gold exchange standard the same 
influences for contiacling the cuneney shonld not be biought into operation as undei tlie 
gold standard in the ordinary accepted sense of the term 

How far tlie element of discretion inherent m the Indian system as liitherto applied is 
open to eiitici»ni is not so clear It is part of accepted theory that contraction of the 
internal i ircnlation should be the regulav sequel of withdiawals of sterling from the reserves 
and an exception would presumably only be made owing to some such overriding conszdeiatioii 
as the danger of creating an excessive stringency in the Indian market • 

Luder the gold standard, continued losses of gold by the Bank of England foroe it to take 
steps for a general contraction of credit in order to protect its reserves, but it is peihapa n 
matter of opimon as to how far action can be regarded as automatic Hie stage nt 
which measures are taken rests witiuii tbe discietion of the Bank, and it is ohvious also 
that tbe course of events depends in part on the readiness of the iaige lenders of money not 
to counter the policy of the Dauk by for example, decreasing the cash ratio cm which they 
conduct tlieir business In fact, it is hardly possible to conceive any system based on 
ciedit that is purely automatic The efficient working of the gold stnndard depends as 
did the efficient working of the gold exchange standard on the wisdom and judgment of 
those in autliority Tins is apparent not only from lecent events m Emope, but also in a 
noteworthy manner from the actnn of tbe Federal Reserve Board in America who have had 
to take special steps to prevent a great influx of gold fiom exerting on prices its normal 


The imphcationj. of flie observation will be refened to in another connection But ni 
any case the so-called defect presumably w due to the fact that the note issue wa, 
controlled bj the Gavemmeut xnd not by the banking aulbontiBB It is not traceable o a 
gold exchange standard a« such 

If an attempt is made to summarise tlic above conimentB regardin^r the five “defects’ 
of the gold exchange standard it would seem fair to saj that (E) is a separate is-,ue 
«moeniinc tl.o d.ai icIEr to b, m present ciream.Unccs to tke functions of the Imperial 
Bank , that aj, re^ttla (Cl and (D tW .. notbrng ,n tl,o gold eachaog, standard as snelr 
.vine ■ precludes the reproduction of conditions corresponding to those applying to tie mi l 
standard a. ordinarily understood W and (B), „h.cl. are eo.meoted are Kufly suggeSed 
bj leccnt expeiieuce examined through war tinted spectacles The removal of ‘ defect m 
doe. not require a god cireulal.on • Derecl" (Alls Iheoret.eally inherent m any .oUn 
com fhe problem it occasioned during the wai nose not from 3 defect of the 
cxcliange standard, but from an imperfection m gold as the basis of valup .1 “ 

two so-called defects in the gold exchange standard were altogether latent before the rmr 
no pnedcal question would probably have now emerged m regard to them weie it nut f/.V *1 
expononcei of recent years ‘he 

It i«, of course, light ami desirable that whatever emiencv evstem « t 1 

should be made proof against eveiitualUiea so ^ar as these are witlim the i-ai^ of ° 
contingency . hut the war, with its devn,fabng effects on currencies 
even the ba-,is of the gold standard In laying doirn a currency con^)tution^fni-^n^™”i^^ 
weiglit should be attached to the alto^lher exceptional cliaratter of the war i eriod 

On a review of the mam considerations mveflved it is sng'rested 

(1) that from the point of view of the jnteiesta of India the nt.icr.* r 

circulation and a limited legal tender rupee is wronrrt, ■* j"® of a gold 
scheme would, in all proVibilitv, fail to achieve ts purpose that the 

- * ^ I~tnm tbst BroKo in IW in the pmod wica Bn .ii.mJ . ’ 

moTOtwBlBtlon, of tke i},b ,^^0 p„ jj, CoinmiM»e ** *** "B to 


pve effect 
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'J) tint tlie ar^jMinents (lirectftl the ^Id e^dnnqp stnmhnl do not justjfy the 

lojection of the general cnrfc««c\ Atjhenie which "cned India well bLfore the 
mr , and 

(0) th it the drawbacks inherent in the scheme for a goldcnrrciuj altogether outweigh 
anj jiossihlc benefit to he auticiinted from its promotion 

If avoidable risks are taken bj the aulhonties and needlc'-s expense on whit would he 
1 serious scale is incnrrel, India might too late have rinse to appreciite the nirning of 
tiie opening lines of Dr Lejdeii's ' Ode to an Indian Gold Com ’ — 

'* Slav e of the dark and duty mine ' 

Whit vanity has hroiighc thee heie ■' 

How cm 1 bi^r to see thee shine 

So bright whom I have bought go dear’ 

Pre wir experience suggests that if liidii must for long yeirs to come have i full legil 
tender metillic cirLiilation, the rtijnireinenls of die country, including the desiderituin of 
stability, can be met by on appropnite development of the gold exclunge standard To 
suggest tint the only way of remedying the defects m the pre war ennener system involves 
the reduction the nipcc to a Iimiletl legif tender and the forcing of i gold circidition is to 
jgnure the fiiiid iinental cau'-es which led to the breakdown of the gold exchange •standird iii 
tlie exjurse of the war 


The geuenl lesult of the bclieine foi mtitxlucing i guldcnnciuy on the hues suggested 
by Ml Denning ippears to be as follow!, — 

(F iffuifi til crores of rupees ) 


turti nf Oovcmi eni 
30lli b*Tt Ilf" s *0 7 OO 1 
o 1 ruiu] In on 

of ikI e 0 MO — 


ISJ s 
181 6 


lu4 8 
tn 8 


* \ alutpg tilrer i,t 2< J | <-r oi on4 0«T«niairnt ut In 1 a m<c iritiM ai nil 


The tnnsjction fits miohx?<l the etchinge of Rs SoO trores of silror for gold It is 
poslulited tint the sale of silver Ins pio«hiced Rs 100 ciorcs gold, leaving n deficiency 
of Us 10 crorcs needed to meet the public a demand for gold cxilL'inge This would reduce 
the Gold Standard Reserve to Us 43 crorcs which is required to raise the gold and steiling 
holdings in the Curreiicv Reserve from the initial to the ultimate amount The Inlanco of 
tJie loss m the reserve (Rs yO —4S crorcn) is made good by writing up the Government of 
India's doht to tlie reserve from Us 43 to U» 90 ctores 

TliP loss sliowii m the table above — namclv, 55 crores — which is the true capital Io«3, 
represents the m crores of assets which the Government of India will have sacrificed in 
giving the public HO crores of gold in return for -npees which on sale as silver will realise 
55 ciores oiilv It is claimed m the ^remormidum that the new system can bo safely worked 
with this reduced quantity of assets that i part of the reduction of total assets can be 
effected bv diminishing the holdingof metal nnd that there is noe^ccficc loss except in so far 
as the interest yielding assets also have to be reduced Thus Mr Denning as shown m tlie 
foregoing figures, puts the reduction of interest yielding assets at about 37 croiesand tlio 
resultant loss of revenue, taking mlcicst at 3 per «ent , at 11- lakhs per annum * 

Tlio argument seems to naioimt to tins that n scheme of expenditure nefxl not Ijc 
regarded as costing money if the funds to jnct-t the expcntlilnre are readily available ami ore 
not at llie moment rielding anv return Tbere aro at present some 40 crorcs (nominal valticj 
of tcmporanlv reilundant rupees slill held in the I’aiwr Currency Rc^irve as the rrmanet of 
the last penoil of depression To this extent the present met d holding is excessive an f could 
pafelv he replaced as regards rupees 40 crores (nominal amount) by 20 crores (m real value) 
of interest bearing Pecurities obtained br t.elhng the surplus nipecs, and by substituting 
20 crores more of new Book Debt But this, if it were wortht doing at all, could also lx done 
while retaining tbe pre^nt srstem Thus the projKr compari'.on to be made m ngard to the 
interest bearing assets under either system is one between (a) tfio«e now held plus an additional 
20 crores nn I (i) llio«e which would be lield on a go! 1 standard si stem On the postulates 
of the Meinonndujii the difference woiihl be 57 crores. 

* It >• *'*’1 1’t' I'' AnjtlTM, )irt« In Irtea Mr Drin nr AMI t> *ln>* In tl,v Inn* ilonAl [wrivl. FiAmlnAtiKi 

of !>>(• hnvrrrrr (unmli tliAt lie Urnirew n metAMlIr »nTr<l Lie r« met,, of Fa )fV, Ukbe. 

♦ W1 rll rT Iv *nol I t»* • r*r'“* •I»roletK«, »» rSrrt lb* r*] Wn, ret i« e tnetlrr of Jairtnml en! f*IctiUlK3tu U 
<ni« I'Vrlr (het th* ln>« nn nir of • Wer t,o« ent iT],«nrliMe birr olrn furtVrr earrr <re« e^n rr,]airra f r nmixy 

riirp«« * «n outer fh the Inlrtret (fslnM tn lb* rreuIsM 
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As ths sminl.cv in ills told Slaiid ml Ilcsi i.c amoiinlinf: Co 3 . croro-, J""' j 

„o Ktnin ol nVionl 4 5 I er «int . ll» ras ol ralsisst to ills ,,,„«« oI^li i'nlW 

tW lo>-R entailed m siacnficuig 55 croics cmhanllylx nk.ii at Icw» Ilian I iir c-mt iiie 
nniiual Iorr imv thus 1)0 put at 2i crDrc««ajMr, of wliirhl} crorM h itilcrc‘t now Ijemg 
earned and eontribnting to llio ^aljiicing of India* bnlgel and \Uc rtinaiivlir wouW 
ft«rue as tlio rupees non surplus were gmdinlK wld ami iri liced ly im f>tiiient« 
lliis iinilerslateH tlie potential tiUcrest loss, ns nii^si nlaorlied liy Hu 1'“''*'^ 
ordinarj course imIUio tiLcn not at llifirV>u\\inn,l>ul at tlieir noiminl %a\«e lUcrvitvs 

of Rurjdus rupees thus represent potenli il eiming iwwor of an mlilitional 10 cron ' of Rterling 
miestments, a<smiiing tint the holding of gold ntniiiis iinehniigc 1 “ Wlien the nnir 
lioldingis reduced In aVorption to Us "lO cron-s. the nstnc* of (.overnnu nt nonld U 
as follows — 

(f'ljim* in rronio/ ruperx ) 


8 (rfl t* cf 1 


jsj s 


Tlie interest McIding assets amount to In 110 3 crores as ciuiij arc*! inih IN L’licruns 
under the Gold Currency fchcme »e an cn<*ss of IN 77 cron*H If mt«ri-st on U* .>3 
crores js taken at 4 per cent, and on IN Jl ctutc*. at »s\ I jict icnt the nt,grcgite 
interest loss norks out at about Ur 21 irores per annum 

Something must slw be iddctl for lo-s in rcspeii of future pn fits m Tlies. 

accrued from 10O(Nl3 atlUc s%cnRt raU of IJ i. iimrcs a\isr an I th n;,li innnlation 
of 150 croresf of rape's will itself nocil nnmieisme tin future lo* from dnninishc I 
profits inai be tnken at I to I croic ft mr on tin nliole tl e t«m> in< nt I ivi i • In in as 
the rrauU of adopting a Ps.licm« for |u«»ng ■'i »()7 sronn of gul I com into cm idiiiun ran 
Bcarodi fill sliorl of o crorcs a year besides an in Ithnitean I iin jltnlable oiiiyniii dtisntluig 
on the CTtent to winch the promotion of a gi Id emulation checks iht futnri n itural gnnrili 
of the note isftuc (cf para 51 of ClnuiKrlam Coniim-^imv Ueisin) 

Sii n Blackett m his fin il Minnie tj ins JJ iin I J ] alliuh-s tp i«p ^wible int tlwxls td 
're lucing the cost Mr (1) a silver iinp-m «luirftml {.») the op^rotiun of the rn'on«litiilisl 
Piper Currency Heserve un a smaller jnctiUic Insixond then *„tc i hrgtr bjsm nf iiiiiri-«t« 
yielding securities ihati that hiiggcsted in Mr IVnnings iirnicrondiiin The n 

that a new las (and in pissing tt miv N noicl a very controiersnl tisi i-in rciliui 
expendmiro is nthcr <«ld flic tix uiU tend toobscutv the true cost of ilip ^tl chip, i c tht 
enhiiicetl sums rrceiicd foi llio sale of nipw-silicr in Inin will incliiilc m 1 1( ment uhidi 
IS pioj erly to lie reg-inlcd as tmi-ort dntv 

As regards Sir U Ulackett* second cxpciUeiit then is of lonrtic, widr w-ors* for 
(lifTereiiecot opinion on such questions is thoc <.f tin total etrtiigth of n curTeiuy tUcr\<. 
or Its dibtnbiuion lietwceii (om and investintiit* U'lt those who would fi^our a romt.lcic 
depicture from conservative ptcvcvlcnt uv proivonmling i scheme for a Taisr Ciiricmw 
nesonc/or Jndn under u gol I glimlml might it is thought, find cqml ihsiiIhuIuu or ih, 
hime departure in loiineclioii with a gold exchange Mandinl It is liiHicnll u» miinlim 
that a rcseno, which !m to support n gold cuneuev and indiTectl} n still considenbh 
rupee tiirrencj ns well as the a hlitionnl risk of i turn over from notes to gold will uot be m 
need of ver^ great fetringlh ird liquidilv of resources As Im been pnvioiisli minted out 
there is no true sav mg aUnhulaWc to the project of ft gold iirculalion in rujiniii'’ the new 
resent, on i sinillcr body of return's if the Rime thing could be done with eoual Rafeu 
or no greater risk (ucctrding to the jxnnt o! view; vindcr the present sj stem * ’ 

There is of course an element of true econotuj lu n gold cvmenn in so fir 
produces by the return of gold com from circnlalion the Cold for irmidiiig sterhner credit 
in times of depression llio point ofoiis up a miher wide question but it mil 
suffice to note ben? the verj great prol»ibilitv tbit, with rupees cimdiii..rr 
tl,« o£ gold be.»g ^,d, <I« g„M, ■ Ll moTcr’' ?f,|, °r I™' S 

money (to ose the terms of GrcRhani s Joiw) am metallic returns of tlie nreuNfm^? 
mU be predominantlj m the form of rnpecs nrculitingine 
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~Memopandum No. 4, on “Transfer of the Note Issue to the Imperial 
Bank, and connected Questions," submitted by Mr. C H, Kisch, 
C.B , Financial Secretary, India Office. 

The ^(illoiciiifj memorandum iclatea to the scheme /oi the fuiwc itgulatian of the 
panel euriejiti/ on the n^aninptwn thnl India continues on a gold exchange 
slandaid, as sc* oui, mpaiaa 7-10 and 16-IS i« ii/r Denning s memorandum 


1 It maj 1)6 acceptel tliat iiiilehs the existing Goieniment note J«sue is replaced W h 
Iniik note is«tie there is relatii’eh hide to be done in the way of relieving Government of its 
lesporsibilities in regard to currency control rr of increasing the duties of the Impernl Bank 
m connection with the Indian cnricncy ‘■vstem. When the Tmpeiial Bank o is established 
in it was not at the time within the scope of the scheme of the promoters of the 
imalganntjon or of tlie Cioveinmeiit of India that the Bank should become a bank of isstie,*^ 
blit assmning tint the Comrniasion ire iJitisfied fmin the evidence taken in India that no 
untoward conseriuences are to he expected from the leplicement of a Govenmient note by 
a bank note the way is open to a luimbei of possibilities 

2 The fnUowing points of piinciple nm lie noted at the outset — 

(1) Apart from an^ considentioiis arising ont of iht etceptional oonditioii*? of India there 
are decu'ed advantages subject to proper Bifeguaids m relieving the Government of India 
of ceitam direct reiaponsibilities lu respect of currency management 

Tlio Imperial Bank ix not a Cential Banl m the sense in nhicli this tena is oKlinarilj 
understood ihe mam business of the Imperial Binl is umlerxiood to be coneomed witli 
ordin iry commercial banking opeiations thronghonl Imlia and the recent large increase in 
the number of its branches which is a seipiel of the ai lalganiation emplm«i es this aspect of 
Its business 

The q^uestion has two sides — 

fa) riHim the Government s point of view it h uecesvary to he soti Tied that the Bank 
will be proof against tlie nossibiUtj that the dinharge of its duties towards regulation of the 
-cunenev may be adected uj its interest as a hading organisation working for profit 

fj) Fiom the point of view of other banks in India Government must consider ivIieChtr the 
Banl competing for busmens throughout the mmlryift to be placed in such a paramount 
position iis 1 11* Us competitors as iu«<t re nit fiom the control of the note issue in ad lihon 
to the liohling of tlie Ccoverniiient balances 

In liiia connection it is worth while to refer to thv pait that the Govemmeul balances 
plaj in the conduct of tlie Bank e bneiness 

Statistics me included m Aipondtx I Bhowmg the a sets and liabilities of the Imperial 
Bank at the end of each quarter BUice Us conRtituhon in Tamiary 1021 and monthlv since 
Jauuarj 192'), an 1 percentages arc included in the last three columns showing the proportion 
of cash to liabilities the proportion of Govemineiil deposits to cash and the proportion of 
public fit Goierninent) dejiosUs to other depoaits Tlie high proportion of flte public 
ilcposUs to other deposits during consi lerable penods in 1921 and 1923 should be noted 
Tlie statistics maj be compared with corresponduig figures for the Bank of England in 
Appendix 11 

It will also ho observed that the amount of the Government deposits has tended at times 
to form an excej tioinllj liigh porconlageof Ih© Banks cash and on ininjcrous occasions in 
the course of the last 12 months the Bank s total cash Im been substantially lower than the 
amount of the Government depO'*Us 

The question arises whether il is pracliiahle and cxjedient in the present daj Indian 
economj to prov ido for the ere ition of a Central Bank ui the strict sense, that is a bankers 
bank, cntnistctl with (tovemment balances and tlie note issue, engaging in jtibscoiint 
husmct.? authorised to h iv and sell secinties or bullion buigcnerallj not competing with 
other banks for onlinarj business Tlie creation of vuch a Bank would presumablv involve 
a splitting of the functions now discharge I bv the Iinpenal Bank It ir suggested that tho 
Imperial Bank with Us established position is the best and perhaps the onlv possible, organ 
for promoting the development of hanking habits throughout India If it is to continui iLs 
pioneer work a« a commercial hank, the natural conrre a snmmg tliat the difficulties can i)c 
overoonie would seem to he in the direction of treating a new Reserve Bank which would 
take over tlie ccatiul banking duties «ok- dischaigcd by the Imperial Bank along iritli am 

• III nfe Tii g tu tins qiicjiti n iii lu2l tl e Governmet t of luJ s rennrkeJ “ VV hen a stable nol c) 
las l>cen ant carrvncj cur litiurw have seitltJ lonn uni nhen (1 e maDap>menC of tie I'upcr 

Correa j m India vrill consist of n more or le^ routine spplicntion if aotbnntatireljr estallaliMl 
nnncipl"! then we think tl lit tl e employment of lie IJaik b* oor ngei t in tl i*) matter migl t »ell Im 
favoniTvhU coi * tereil 
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addilionol taolins LiJ ciirrentj- f«ncl.oOT mm disdiaiged Ijj Oo.ermnent tht maj te 
Sem«l muwHe fn? transfer to lie Bani H.e cona.wl.on of mch a BatA ^onM nataralle 

ha\e to piQMdo for tlw* due safeguardiBK of Goremmentfi interests . r * 

The inemoroiui'i prepared by officials of the Go^«nment of India do not refer to am 
Mssible de%ebrniei.la on the lines allnded to rn die preceding obseriatipns remarU 

that folloir have therefoie been drarrn up on the hspotliesis, appaientli ossiuned in the 
Indian memoranda lint the general character of Uie Imperial Bank will not be nnternllv- 
clianged 

(%) Owing to the dual character which the Impenal Bank would liaie if witlioiu any 
Bobstantial change being made m Ns functions it nere ewtnisted with the control of tlie 
note jsbue, it is neceasary to ensme that the Go\etament should have an effecti\e \oice in. 
regaid to the higher financial policy of the Bank though the management of its daj to day 
hiisiiiesB would continue to rest with the Bmik’s officers 

The adequacy of existing arrangements in regard to Goierninent interiention (tide 
section 14 of Agreement with Bank) will no donbt be considered The Goveinor General in 
Connell IS entitled to lasne instnictions to the Bank m respect of any matter vitall) affecting 
the financial pohey of Government or the safety of Goieniraent balances and the representative 
of the Goiernraent of India on the Board at present lias a light of suspensory leto in regard 
to any action prejudicial to Qnxernmeiit s interests under Uie above named heads. This 
should, of course, continue, os should also the provision that the managing goieruors are fo- 
he appointed by the Govemoi General lu Council after consideration of the lecommendatious 
of the Central Board and should hold office for such term as Goiemment directs The 
management of the note issue might peihaps be specificallj mentioned as one of the subjects 
in regaid to which Government ^ould he entitled to laane instructions to the Bank 

\ fiirtl er suggestion ma\ be tnentioneil m this connection Present indications point to 
an increasing association between the important Central Banks for the jiiirposc of controlling 
the value of g'jld through their credit policy Iiulu as a creditor couutiy with a large power 
for absorbing gold is an important factor m the case Lnison has alieadi been establiabed 
between the Danl of Fngland and the Imperial Bank ibrongb the Advisori Committee m 
Iiondon It might help the interests of Government if «.ontaot were established beUeeii the 
Secretary of State in Council and the Advisory CoinmiUee 

(4) It appears neeesvaTj that ulutever arrangcmonls are made regarding the functions of 
the Imperial Bank in lespect of the note ihsne the\ should not )nve tlie elfpct of impamng 
the freedom of Government to deal with its own balances as ii thinks fit There art etiong 
objections to attempting to tie up the Sesretaiy of State by an advance montblv programme 
or any thing of the Kind It sei-nis caiilinal that if Goieniment deposits funds at a bank it 
should in a general sense be free to deal with tho-e deposits as it thinks fit TJip action to be 
taken in regard to remittance of Government balances from India to England cannot be 
forecast with any acciiract for an\ length of time ahead, and if the exchinge and other 
circumstances are favourable it must he open to the Secretory of State to require leniiitances 
to be made to I ondni as he demis expedient It appears lmpo^sIb]e for tlie Secretarv of 
State who has constitutional and statutory responsibilities to he satisfied with an oblication 
undenal en by a bank houever eminent, to Veep him supphed witb funds The conimiiments 
uludi the Sicretarrof State has to meet in Itondon to holders of India sterJing debt and 
otlwis, are his coinnniments, and it is desirable that the Secretary of State ehnulcl retain m. 
liis)iand> tlic power to arrange his finance as he thinks exjeihent m the light of ever clianainff 
uretimstaiues® Tlie question of the agency for the transfer of funds from or to India is of 
l.•ourse an entuely di«tiDCt issue 

(o) There appear to Ire strong arguments in supyort of the view tint the Gold Standard 
llcsene should be maintained as a separate fund in the lands of Governinent TJie SecreLarv 
of State ulio under the existing constitution is responsible to Parliament for the po d 
governmeut of India enjoys statuton borrowiDg powers, which may be broiir'ht mto nl^ 
the ultimate resort in the discharge of his duty as custodian of the Indian e-xchauw ^ Ti 
would seem scarcely consistent with liis present Tesponsibihties that he should hand ax r iK 

control of the reserve which must be employed for the support of the ♦ fer tile 

rol.O toI» p«i,ed m offaX^ 

balances from and to India in regard to uliicii it is suggested that tbo i , 

Secretary of State Bhould be beyon 1 question, has a dose bearing on the exchaufr<»° n 
responsibility for its inaintouance s® ‘he 

Uiis bat of reasoning accords with the new regarding the scone or n t, , 

expressed m the annex to the Heportof the Royal Commission of 1913-4 in 
ciHtodv of the Goll Standard Reserve and the ultimate responsibilitr for iIia 

cxcUango must remain in ibe most direct maimer, with the Secretary of State of 

(C) The converwion of the Governroent note issue into a bank note n 

iitolelling of the Indian exchange arrangements so far a« may be on the ]in f 
* ll IS worih noting in tbis conpectwu that tTw ‘Secielarr of State 8 balances ,n T i ** 
wlichin rt^ityvirs lias smonnUHl to almut £100000 Tie essslenee nf interest 

* still donitles* not lie oscrlooLet! to anv nronosiUs tlist mav Im i '“I’ertant source of 

J «! made m regard to the Home 


Ttvusory balances 
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thi«i countiy, niu«t not be allo'Vetl to obscure not only the difierence betw een the rhnncter of 
the Impend Bank niid the Bink of England, bat tlio djffePeuce bettreen Lcnclon and Indian 
monetary conditions generally An alteration of Bank rate in London sets in motion a 
number of powerful fortes which influence the exchange and the le\el of internal prices 
Owing to the oigauic unit} of the credit system on which business is conducted in the 
United Kingdom the reactions of the Bank policy are at onte felt throughout the country 
find obroad) , bin in India where the ciwbtMStem la coaipanttxeli undei eloped, and the 
inone\ market is less organic, clnnges in tlie Bank rate haie not the same Mtal forte® 
Presumablv it is to this factor that the well known diflicnlty of effecting deflation in India is 
ultimately to be ascnlied Occasions max arise when this problem may have to be tackled 
with a high degree of independence and resolution It issuggetited that the Imperial Bank 
xTill be fortified m taking the steps that maj be neoeasan jf the ultimate aiithorjtr of the 
Government is adequateU jueserxed 


T lor the ahoxe reasons it is proposeil, in di'C«s-tug the scheme for the creation of a 
bank note issue for India to distingiudi, so far as possible between the Banks lesponsibihtx 
for tlie conxertibililx of the note and the Oovemmcnt's responsibihtv for the maintenance of 
the exchange It will now be convenient to refer to the different heads under which the- 
scheme is setfoith iti para 7 of Mi Denning s Memorandum On the whole, and subject 
to the comments that follow, the matem ontbneil iteems generaJh ‘uiiuble and retains uith 
nppropiiate changes the guiding factors which serve to secure exchange stability under the 
pre-war system 

( \) Gold com, haul notes, and sdeer i itpccs to t>e unlimited legal tenici — The question of 
gold 1 -. referred to below 

(13} GocernmeiU to he under an cbhgaiton to gtte gold com tn exchange for gold bullton on 
payment of a seignioraje to coiei ntintiny charjea — Preaumabl} this does not mean that 
Government must maintain a stock of coined gold, but merely that it will imdeitale to- 
convert bnllioQ pieseated into com Such bullion if presented by the Imperial Bank would 
presumably remain part of the Paper Cuitcdcj Reserve during the process of coinage 

(C} 2he Imivrial Hank lo he under an ohJigation to huy gold at a fixed price — This 
reproduces tiie obligation formerl} devolving on Government to give local currency in 
excliange lor sovereigns the development being that local currenev will be given m exchange 
for bullion to be coined as required under (B) 7 The amount of golil going to India woidd 
presiiimbly be caiefnllv controlled bv mesas of the st'indiiig offer, made with the approval 
of Gov ernmeut to sell rupees at a sterling price corresponding with tlie upper gold point 

(D) Bank notea to he payable on demand tn rupeea or gold com at the option of the Bank, 
gubject lo the i ight of hoi levs of notes of the denomination of Rs 10 000 to demand payment 
in foreign exchange at a pnee corresponding to loicer gold jmnt — Tlie object of tins provision 
appeals to be to give tbe Bank an incentive lo maintain the exchange value of the rupee but 
there is something artificial in making a differentiation between one categorv of note and 
others, and it vs suggested that the necessary incentive to the Bank might he more 
appropriate!} given m another wa}, which would einpliasise the fact that the viltimate 
rei>pon«ibihtv for the exchange value of the rupee rest* with Gtneroment while tlis 
convertibility of the note is the responsibility of the Impenal Bank The object to be 
aimed at is to secuie that as at present, tbe sterling (and i£ necessary the gold) iii the Paper 
Ciinency Reserve should be used for contraction of the circulation and thus indirectly for 
the support of the lupee, and tliat these resources if thought desirable, "should be dtawn upon 
before recourse is hid to the Gold Standard Reserve It would seem that this aim would 
be achieved if the Impenal Bink were placed under an obligation to sell to the Government 
of India if they should so require, against pa}raent la India gold at par or sterling at lower 
gold point up to (he hmit of such resources in the Ciirrencj Note Resen e 7 

(E) The Bank to be under an obligation to givesdier rupees or notes on demand in exchange 
for gold com — This is understood to mein that tbe option is with the Bank 


• ComjaTe III J M Keynes Indian Currency and Finance 1913 — The Presidency Banks publ sli 
an official muiimiun rate of discount in tl e game manner as the Bank, of Engi-ind As an affecting- 
influence on (he money maiket, tlie Pi-esidencj TtanL rates do not stand and do not pretend to stand in 
■V situation comparable in anr ivspect with the Bink of !■ ngland a They do not attempt lo control tl e 
market and to dictate what the rate ought to be thq rathe follow tbe market and snppl} an index to 
the geueral position 

t Pnor to Duoember 1906 the Government had been prepared to receive gold bnlliou in exchange 
foi rupees 

t The proposal wonlil operate ns follows — Fxcbinge it maj be assumed lesehes loner gold point 
Tl e Government lequii-e the Bank to place say £1 000 OOO sterling Kel I in the Paper Cori-ency Reserve 
at the credit of the Home Treasury in Loudon agamst a debit of Rs ci-ores to tl e Goveinment account 
in India The Bank then mfhdraivs frooi its cash balance Rs crores notes nhicl] are caaceiM, tl as 
effectin'' the appropriate cnireney contractioiu Tie sierling wonld be sold it exchange lemained at 
goU export point bj the Impenal Bank as the agents of Government to remittein orwouldbe aiailable 

for meeting the Homo Chaiges ... i t, i n 

It appears ^nnecessac^ to contemplue tie issue of drafts b} tlelmpenal Bank payable jn i.oantries 
«aiside Great Biitai as tie United Kingdom may now be iiesnmed to be on a gold standard and 
Indnn Ini Je is normaBj financed thtviigh London 
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tiri\enmient of Iiulft scciintiefl i intnnl oiemtton wJiicfi goes towards undoin" the 
wiitni^ up of till) 0 scciuitic!!. wlien the rcsene was \nlued on i 2s lu lOJO 

Ihere cannot bo 1 question 1ml that the reser>e is of great strength The metallic latio 
e\teeds (lO per Cent liie sterling awl gold ibrm approiiniatelr .’0 pei cent Ifthesiher 
is v-ihitd on lilt bn is of J0>/ pci o/ (stnmlard) the renl assets m the resene represent nenrh 
GO pel cent of the gross tiituhtion liio «il\er holtliug is higher than is iiecessnrv, and n 
IS Aioitli tonsideiing uhether Steps should be taken to reduce it somewhat by gmdiul sales 
tlio proceeds being concerted into sterling setmities In snch a case the nitural course 
would bo to finance the tnnsiction from the Gold Standard Iteserve to winch the comaf^e 
profits weie ere hleil Hut the strength of the Currency Reseiwe is mich that as a new startls 
in contemplation it would Ik icnnissible to finance the loss In lucre isiiig tlie («oi eminent of 
India s debt to the xeseive ObiionsK the proportions in which these two rcsooices might be 
invoke I ofTei uxim for different opinions 

bltimatch no doubt as mjiee alnorption continues sihei would have to be repurchased 
and the question as to whether some sales of silver would be expedient depnids m the main 
on the financial usults to be anticipiteil These it will lie seen from the calculations lu 
Appendix III turn largelv eii the difTereiice lictwcen the scHiiig and hnjingpiice of silver 
It IS lu a sense i speculation in silver On the whole, it may be doubted whether there is 
euflicitnt ailvantige assuming that the rupei remains imliimtcflleg'il tender in reducing tfie 
Governments liohiing b} sales and wliethti it will not l>e piefcnble to allow the present 
snrplu to be rednceil inioinaticalli bv iiaturul absorption 

Vt. reganfs gild u 13 ev ideut that so long as sterling and gohl arc sj-nonjnious a gold 
exclunge staiulaid could be vvoiked with a greater or lesser amount of gold or even with no 
uobl at all "s suggested in Sir Hasil JRlackett’a scheme for a sterling exchange stindard 
If In hu IS to continue to hold some gold despite the tost, it must presumabl} he on the 
uuderst uuling that the gold ib for use cither for export in support of exchange or for issue as 
curreucy in the event of anv unexpected crisis l)v holding a cerlam amount of gold India 
pro fanfo protects herself aguinst a possible depreciation of sterling and inciclentallv the 
ill Iding of some wld would enable Inili i In an emergency to giv e some support to sterling in 
liic elahilitv of wTiicU she would line o ticiiiendons interest by leaeon of her large investments 
in steiling and the niiportant pait that sterling plavs in the trade of the rotintry huither, 
apart from anj question of sentiment to which due importance must be attache 1 the holding 
of gohl bv Biliks of Issue 18 sanctioned l>v estabhsheil practice and has long been customarj 
in the case of Inrlia Jf, foi these or other le isons, it is considered desirable that India shoiilci 
coutinue to hold gold iti the Paper Cwrrencj Reserve different opinions max legitmiatelv exist 
regarding the amount that shoubl be so held It is, however suggested that the amount 
should he larefullj tegulafetl and that except foi the purpose of jiiaintatning the statiitorv 
nietallit ratio India eliouKl not in present cirrMm-,tance3 aim at holding more than 
Rs 30 crores of geld, and that luteiest bearing steiling secnniies should he re„arde 1 as the 
mam backing of an expanded js-ue If gohl »s to he avaihhle for issue as local eorrener it 
v;v\\. he ©jaxeaieat that tlvere shonld lie minting facilities m India The Babvtigtow-hmvth 
Committee prefeired the sovereign to a specific Indian com, but a new factor would be 
introduced if exchange were stabilised at le Gd.asal this figure the soiereign would not be 
equivalent to an integral number of rupees On the whole practical considerations seem tc^ 
indicate a specific Indian gold com 

In the light of the aboro observations a possible »cheine for the reserve might then }je- 
■established on the following lines — 

(1) Tlieminuinmi metallic percentage to lie ordinanlv 40 per cent of the gioss circulation 

and the lidiiciarj issue to be oidininlv bjnite<l to GO per cent, the Bank to have tlie 
power to increase the invested proportion of the reserve to 70 per cent on payment of 
a tax wliirh would varj with reference to the degree of exce=s e g 0 per cent if the 
metallic ratio is less than 40 per cent but more than J 1 per cent., 7 per cent if 
the metallic ratio la less than 35 per cent but more than 3Ji per cent 8 per cent 
if less than 321 cent but more than 30 percent 

(2) Of the metallic liohlmg Rs 50 crores to Jte fixc<l as the normal maximum of silver 

rupees Itv^ouhl b“ necessarv to allow the silvei liohbng to exceed this figure until 
the present Surplus had been altsorbed I agree with Sir B Blackett that tliere is no 
need to prescribe a minimum for the silver holding but it Reeins a question whether 
it would not be desirable to give the Bank a small share m the profits of the note 
issue in order tliat tlie> might have some inteiest m avoiding an excessive holding 
of metal — ^jmssiblv bj allowing a small percentage of the jield on the stcrUng 
inxestiiients bevond the initial figure 

The metallic reserves would normally be locateil in India subject to a reasonable 
margin of time for sbij ments 

tS) Of the securities 111 the reserve the rnpee securities not to exceed one-ihird of the gross 
circulation, the Government of India securities to be limited to Rs 43 crores 

The object of this provision is to offer scope for the inclusion of an mcrea-suig 
qiiantitj of s.iutable internal bills* of exchange of short matunlv if the rediscount 
market develops 

The remainder of tlie securities to be sliort term British or Colonial Government 
Bpcuiities expressed in sterling 
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Cin\einnn.iit of Indii fieciuitiOF a nitnial onention wliult goes to^aids imdoing the 
up of tho'C (taritie irlicu the iChene was Mined on o 25 b^sl« m IHiO 

llieie cannot be a question lint that the resci\e is oE great strength The metallic lotio 
e'ctecds (lO per tent Tlie fiteilmg nnd gold form appioaimatclj ’0 per cent If tlie ether 
IS \ allied on the ba is oE 30/ pci o/ (strndaid) the leal vssets in the reserve represent nearly 
GO pn tent oE the gioss tiitulation llio siUer liolding is highn than is necessan, and jt 
IS uoilh tonsideiiiig uliether steps shonll le lal eii to reduce it tomeMhat by gradual sales 
the proieeds being conveited into Plerling sttunties In such a case the natmal cenrse 
would lie to finance llie traiisat tion firan the Gold Standard Iteserie to wliicli tlie rouiage 
profits weie credited lint the stringth of the (’urreiicy Rescue is onch that as a neu start is 
in contempl ition it would hi ] ennisstble to finance the lo s hj increasing the Govermnent of 
India 9 debt to tlie lesene Obvionsh tin piof ortions lu winch tlifse two je«oiJires jnighi be 
in\ol ed ofTei room foi diffeient opinions 

X Itimatclv no doubt as rupee alisorption continues sihei would lia\e to be lepurcliased 
and the question as to uhetJier Rome sales of sdier ironid be eii>edient defends in the main 
on the financial lesnlts to be anticipiled These it will be seen from the cilculatioiiR in 
Appendu III tuiii laigeli on the dilltrence between t!ie selling and bnjingpiice of siher 
It IS m a sense i speculafcon in sther On the whole it nu3 he doubted whcClier there is 
ouffcient advantige assuming that the rupee remains iinlumted leg d tender m reducing tlie 
Goaeinnient R lioldmg bj ^des and whethei it will not le piefenble to allow the present 
surplu-- to be redmeil autoinaticallj h\ iiitnnl alisoiptiou 

Vs regai-ds gold it is evident that so long as sterling and gold arc prnoujmous i gold 
oaclunge standaul could be worked with a gieitei or lesser amount oE gold or even with no 
gol I at ill as Miggestpd in Sir Basil Blacletts scheme for a sterling exchange stand ird 
If Indu is to coutiniie to hold Some gold despite the cost, it must pre umably be on the 
understanding that the gold n> for use either for export in support of exchange or for issue as 
cuireucy in the event of aiiv unexpected crisis Bj holding a certain amount of gold India 
pro fnnfo protects herself against a possible depreciation of sterling and jncidentallj the 
linlditig of some gold would enable Imlialn an emergency to give some support to sterling in 
the etahility oE winch she would have a tiemcndous interest b> reason of hei large investments 
in steilmg and tho luipoitant part that sterling plays in the trade of the rountiy 1 iiither 
apart from an^ question of sentiment to which due importance must be altaclic 1 the holding 
of gohl bv B inks of Iisue IS sanctioned bj established practice and ba» long been eustnmarj 
in the case of India If, for these or otliei re isons it is considered ile«irable lint India sliould 
continue to hold gold in the Paper Currtncj Reserve different opinions mar legitimatel) exist 
regarding the auniint that should be so held It is however suggested that the amount 
should be laiefnllj legulafed and that except foi the purpose of maintaining the statutory 
metallic mtio India slioidd not in present circumstances aim at holding more than 
Rb 30 crores of gild and that lulei-est bearing steiling becunties hliould be legarded as tho 
mam bad tng of an expanded issue It gold is to be available foi issue as local currencr it 
will he convenient tint there should l>e minting facilities in India The Dabington-Sniith 
Committee prefeired the sovereign to a specific Indian com, but a new factoi would he 
introduced if exchange were stabiliseil at 1« 6d , ns at this figure the sovereign would not be 
equivalent to an integral number of lupees On tbe whole practical consideraltonR Reeni to 
indicate a specific Indian gold com 

In the light of the above observations a possible bclieine for the reserve might then be 
^sfahhslicd on the following lines — 

(1) The miumium metallic percentage to be ordinanl> 40 per cent of the gross circulvtion 

aud the iidiiciarj issue to !» oidinarilv limited to GO per cent the Bank to hav e the 
power to increase the invested proportion of the reserve to 70 jiei cent on payment of 
a tax vvliidi would varj with reference to the degiee of excels, e g 0 per cent if the 
metallic ratio is less than 10 per cent but more than 3a per cent 7 per cent if 
the meJalhc ratio is less tlnn 35 per cent hut more than per cent 8 per cent 
if less than SiJ pei cent but nioie than 30 per cent 

(2) Of the metallic holding Rs 50 crores to be fixeil us the normal maximum of silver 

rupee' It woul I b** necessan to allow the silvei holding to exceed this figure until 
tho pr'-seiit surplus bad been absorbed I agree with Sir B Blackett tint there is no 
need to presciihe a minimum for the silver holding but it seems a qneition whethei 
It would not be desirable logive tho Bank a small share in the profile of the note 
issue in order tliat the> might have some interest m avoiding an excessive holding 
oE metal — possibly by allowing a small percentage of ibe yield on the sterbng 
investnienfs bevond the initial fignie 

The metallic reserves would normallj be located in Indi i subject to a reasonable 
maigin of time foi sbijnients 

(3) Of the securities m the reserve (he rnpee secunlies not lo exceed one-lhird of (he gross 

circnlution, the Gov ernment of India secunties to be limited to Rs 43 crores 

Tlie object of this provision is to offer scope for the inilusion of an increasing 
qiiaiititj of suitable internal bills of exeliange of pborl maturity jf the rediscount 
in irket develops 

The remainder of the securities to be short term British or Colonial Government 
spcmities expressed in sterbng 
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.S‘ennung that the goM lioldmg is ronudeil op to Ifs 30 crores and tliat silver absoi ntion 
proceeds, llie reserve might ev entuallr lie expected to assnme the following eompleiion wliicli 
Jllows for the replacement of siher b\ sterling seconties — e> i . «i»ui 


1S9 3 


(Fiijures tn eroie* of rupees ) 

C of I Stpj-Iing 


ZVreenfaje of gross eircKfatiim 
15 S .>6 4 >2 7 3a I 


This Inpothetieil thange in the composition of the resene would Ie„l f 

proper safeguards, it is appropriate to entmst what is pninanlv a to 

Aude piihh. lesponsibililies involved in the transfer Sf S?e LoT "''f^ the 

ontr^'r^ f character of the business ,i mdSaki lf"’^ ‘'‘"y 

<-ontrol of the note issue mrohes the grant of nermissmn to tNo '® "hvious that the 

... (Cl of .he ee. i; l..n„u?.\°LS.,t,e™toe“ee^^^ ’ 

■lie lj.S 3rilIr,'ole .'iot'.."'lKeM'ori,X^7XT‘ “tta... 

m hline 1“^? '* “P'*''''’ Mlotion along dilTereni linen Time’?!!’'! '* “ “f 

iir nl of P''""'”se tn I.e ponl by ,|,e l)a„b Pnotical tl,llit„u,es 

.o« of o,tam,S™ 0.e4M"i"'S™ ihS’'"”';' "°"r 'to'ci°er1|e 

no. ee,„„„g ,n„„‘li-.,o rST.'ll 1"” 

the agreenunt 'n.e n-lations l.et«fv.» ti Jq he transferred to Ind.n ‘1.® 

intiiniie and eordial, and tlie Bank is 0'“1 the Rank n't p'’ 

rendered, iiiestinnble wn ices to Indian fiiiams^-^T^'*’®" "'*der, md has 

an 1 anthori.j of the Bulk nf Englaml" "hich onl.; , the 
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Appendix II 


Bank of England 


Date 

Puhlo 

clepaaita 

Otiei 

ilej (nits 

Ccsl (notes 
anlctn) 

leicc ita^e 
of cash tn 

1 abitit Cl 

Perc t tape ' 

UepoRits to 
las) 

Peneiitage 

deposits to 
Otl Cl 

(lepos ts 

1920 

£ (ininions)£ (millioDBl 

£ milbons) 

Pei cent 

Per rent 

Pei cent 

lodi DeLCmlier 

19 4 

121 1 

14 0 

J 6 

13b 

lu4 

1921 







16th Slarcli 

IS 9 

107 - 

18 G 

14 S 

1013 

17 (. 

litli Juno 

15 9 

131 1 

19 3 

' 13 1 

S2 2 

l^’l 

14tli September 

15 1 

120 5 

21 G 

14 0 

69 5 

11 b 

L4th December 

13 b 

1 140 9 

22 1 

14 3 

62 6 

U 

1922 







1 )tli March 

lb 9 

llo C 

2. 5 

IS 9 

74 3 

10 4 

14tlt Tune 

17 7 

110 1 

25 4 

13 8 

69 0 

161 

] >tli Septembei 

10 i 

J13 4 

23 8 

19 2 

4u7 

92 

loth December 

10 1 

114 8 

22 7 

18 2 

44 0 

88 

1923. 




i 



14th March 

15 C 

109 5 

24 3 

19 3 



13t]) June 

11 0 

108 8 

23 2 

10 S 



12th September 

15 7 

, lOb 5 

23 3 

10 0 



12tli December 

11 C 

lie 9 

21 5 

1C 7 

S'* 9 

09 

1924 







12th March 

19 3 

105 C 

22 8 

18 2 



lltli June 

10 7 

122 3 

21 8 

16 4 



17th September 

10 4 

111 7 

24 C 

19 7 1 


93 

97 

17tli December 

10 0 

108 b 

22 8 

19 0 

4ti4 

1925 


j 





14lh Janinrv 

11 7 

117 0 

22 2 

17 1 


99 

lltli Februarv 

1 9 6 

115 1 

23 5 

IS 8 


Iltli March - 

13 7 

110 5 

24 2 


56 7 

54 5 

67 6 

42 6 


15th \pril - 

14 8 

110 3 , 

27 1 



13th ^hv - 

17 4 

102 2 i 

25 8 



ITlIiJime - 

13 4 

100 b 1 

31 4 



15lh luh 

12 6 

115 2 1 

38 2 


12 2 

12th Vu^pist 

15 7 

no 7 

38 8 


40 b 

46 7 

10 9 

115th September 

17 1 

111 0 

37 3 


14 2 

14th October 

8 5 

103 4 




ititli November 

15 1 

lOG 6 


21 5 

15 9 


8 2 

ihUi December 

10 7 

118 3 

20 4 

02 5 

14 2 

9 0 
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Appendix 111“ 

(«) Ilypotlietical wsult o{ 15 ciDien siUer nnlil JTpnicliise of sniue anionnt is netfssit-ited 

in oulei to keep bihei njservo Up to n<« 50 ctwps, normal abaoiption bcins taken at lls 7 irons per 
nnimtii It will be seen flint in ilie >.i*th ^ear tliete w * loss of £927,000, nsunst wliicli interest n c-eijits 
amount fn £611,000 Tlie snie puce of ailrcr is fakeii at dOef per Rtaudaril oanco and pun base pi ice it 
dW per standanl oiime 



One nipee conlains atniiilntd ounces of siUei — 

(0 Value at 29d pei afamliud ounce = £0 0-1335 
(«) .. IW „ .. = £0 0l6-i5 

(in) „ 34(7 . .. = £0 05284 


If It IS nssuined tint Ks lu crores of «her avere ‘wW i» the co'itse of a few jeaii at nii 
i%ei age price of aljout 29'I persiamlanl ounce, the amount realised would be approxnmtely 
Rs 9 trores, leaving a ileficieiuy of about IN 0 crores wlucli might he made gomi liy 
increasing the Goxernnient of India's securities in the reser\es to Rs 46 crorea .iiid 1i\ 
diawing on the Gold Standaid R^ne for Us 3 ciores 

Tlic result of such an operation on the ie«eJ\C8 la shown in the following figures — 
(Tigutes tn cjoics of ritpeca ) 

a of T storlin,' t.ol 1 SrauJ ir I 
nrciil ition Ooll SiItct recunnea. «.cor>tic> IteKPrve 

IfcO ') to 7o 1 46 33 4 50 

(retteuliiffe of cfrcHlotton ) 

15 8 36 6 2t } j20 3 

While, howe\ei, sihcrhulhon was being «old, the absorption of silver currency niav he 
presumed to he ronlinuing independenll), and foi puiposo of illustralion it may he postulated 
that its place has been taken sterling ^ec^plDes In this ease the reserve would present the 
follow ing aspect . — 

{Figures tn crores of i upeet ) 

nriM. G tJI 8tcrlini. Gol.l Stsu.li 

~tS0 5 ~lo -tG Gt :i 50 

(Peneiitajc of gross ctreuhition J 
15 S 26 1 21*3 .« 5 

The real assets are Re 6 ciores lower than m the final table of para 4, as there is no 
<juestion in this ca'e of a loss on the disposal of silver. 

• Sre «I|» Appendix "S (1|) 





482 


ROYAL COMMISSIOA ON INDIAN CDKSENCi AND FINANCE 


appendix 73 

Memoranaum No. 5, on “Remittances,” submitted by 
Mr. C. H. Kisoh, C B , Financial Secretary, India Office. 


The method of effecting the renuttmce from India of fnnd» reqiurea for the purpose of 
meeting the iieeiU of the Koine Tien«^nr» raises a number of points Tvbicli merit attention 
The Appendix to tins Kote sets forth the position as it has dereloped m recent jexi» 

2 The system of bni mg sterling in India, introduced in 1023 to supplement the sales 
ol Council drafts, nhich bad neccB!,anlT to be i>old \mdei different conditions fiom those 
prevailing before the nar {ride Appendix) was adopted with reference to special conditions 
nhen the rupee was bnWefl neither to gold not steeling at a fixed rate and was a currency 
with a widely fluctuating inteniational value On the re^stablishraent of an effectiie gold 
parity the range of fluctuation w ill he limited between uppei and lowei gold points and so 
far as tlie question of an undesirable up-msli of exchange is concerned (which was the 
origin of the introduction of pnreba*^ of sterling m Indiaj il will be an essential element 
in the exchange sj'tem that tenderers of gold should be in a position to obtain rupees 
iiithout limit at the new pantv, and or that i iipees should be available against payment m 
sterling at a price conesponding \iitb tlie upper gold point 

3 It IS suggested that a satisfacton scheme tor Oovernnienl remittances must satisfi the 
following te^ts — 

(o) It should be iso framed as to gue Government the piospect of obtaining the best 
pnoe for the rupees sold cODSonant with market conditions 

(b) It should comply with the legitimate interests of those engaged m financing 
Indian trade 

(c/ It b.l)Ould be so framed as to prevenl as fat as possible the financial transactions of 
Govtrnment fiuni becoming a subject of contruversj 

4 In considering the aj-steins of Council sales and purehases of sterling as liitleito 
effected it i» important to decernuue the following two issues — 

vl) Are public interests better served by a system of open competitive tendei or In 
operations of which the intended extent is not announced in advance ^ 

(2) \re public interests best served bj opentions m London or in India m m botli ’ 

5 In 80 far ns Government has to remit funds for us own purposes, it is m the position 
of any private reniittei, and if this were a complete description of their position there would 
feerato be no reason why Government should regsvvd itself as being under any lestrictions 
in regard to its remittances, either as to place oi manner which do not apply to the ordinary 
trader 


C The object of « system of public tender is to safeguaid the interests of Gov eniuient 
Iv securing the freest competition for the rupees on offer, and there does not seem to be 
any convincing leason for tliinKing that private di«cretionary operations of which the 
mtendiil extent is not announced m 'vdvawe, wonUl, ovev i prolonged period, produce anv 
better result as regards the rate at which rupees are sold It is reasonable to’ suppose tint 
the sale of rupees on the scale ncces^-ilated by the needs of the Home Treasury must in fh 
Jong run have a similar effect on the market whether these sales are conducted publnlv 
or privately, and in so far as publicity tends to recluce the speculative 
yniblic auction should make for st ibilitv in the exchange ’ ^ 

7 In cvw^idevvng tlvn. question td public and private operations the ob<iervatrr,n« 
para 3 have ^ special relevance The jiosition of Government is not that of sn r. 1 
remitter owing to the fact lliat the volume of Us transactions give U a pi-epondpnt 
111 the determination of exchange tendencies at 

between the volume of llte Government of Indus exchange operations and 
of transactions in the nipee-sterhng extbflnge k probably a luiique feature in th 
anv important Government to tbe exchange market in its ctirrencv These cfT 
give those mgaged in Indian trade a claim to know Die action that 

in regard to exchange operations much in the «arae wav ns the business cimn ? faking 

Lnited Kingilom are given immediate mlotmation reganling movement* of 

the Bank of England g n ov ements of gold to and from 

Tlvongh on the whole the mMcw oI TUTclnse^ of sterling arrears tr, 1 ,. 
siimotlilv M? far as trade iuler<.»is are coniiruid, there have not been Ij, 1 . worked 

aVence of publicily is regarded as a defect® In tUi* connettion releren^",.**^”^ 

nee mav be made 

• tf nmarks bv Jtr V K Gralam at meelingof Aswmtel Cliatnl^cr* p 

nportoaini-liffmancf l(,tliDcceml>»i-l‘»25 ” Commerce, Calcatta 
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to the following report of some remarks made by the Chainnin of the Eastern Bank at the 
mnwal general meeting of the Bank ou 20tU Matdi 1925 — 

‘ Referring to the question of exchange, it la necessary to mention a new factor 
which had presented itself m connection with the recent opentions of the Indian 
Go\eruraent Formerly, Council drafts wore sold on this side, and the amount to he 
olfered was strictly limited Of late, lionerer as a result of pressure in India, the 
Government had purchased sterling on the other side as ^sel] TJiere would be no 
serious objection to that provided the Government publmlj announced beforehand 
the amount to be purchased during a fixed period No such announcement Jiowevei, 
wismade, the Goveniinent came into tlie market from time to time sometimes even 
from day to daj and tlien suddenlj withdrew entirelj, thus causing the greatest 
uniertaintv as to their future course of action He liad the greatest respect for 
Sir Basil Bhckett, who so ably administered and controlled the public finances of 
India and he was quite satisfied that the practice initiated hy him with the full support 
of ijianv distinguished Iiidnns was designed, in the view of Sir Basil to achieie the 
best ultimate result for India He would point out, however tlint when exchange 
operations attained a magnitude greatU lu excess of the actual requirements of tlie 
Government so fai as cne was able to judge there was an element of danger to 
commerci il transactions exposed in such circumstances to factors outside the knowledge 
of the exchange hanks who cOuld gauge the requirements of trade and commerce hut 
were quite unable to foreshadow the action of the Government in the exchange market 
He hoped lliat the Government would consider the advisability of adopting for their 
piirckases in India a piwcdure smiilar to that followed in connection with the sale of 
Council hills on this side 

Again the financial correspondent of the Times of India makes the following remar] s 
in the issue of 23rd May iy2j — 

riie opinion prevnds in hanking circles that Government should announce every 
morning the purchases of steilmg made the previous day and that movement of public* 
funds shonld not be kept priv ite II is contended that the sales of Council bills are 
mule immediately public, an 1 tliat the same procedure should be followed in the case 
of purehases of sterling the i ite and amount of purchase being made public the day 
following the purchase 

8 Sales of nipees bj open compelUive tender place all parties in the same position and 
are a safeguard to Govcminent against any possible question m regard to their extensive and 
predominating exchange operations On the other hand to operate in a more or less private 
manner maj.on occasion invite comment ard endangci the full confidence that is a vital 
asset to Government in its financial tniusactions 

9 Experience has shown, that sterling remittances can bo effected at satisfactory rates 
on an extensive scale either m India oi m London If the view is held that it is desirable 
that remitfanre operations should be conducted by open tender with the publicity 
characteristic of the sales of Council drafts the question of the seat of operations has to he 
considered Two jjomts maj be noted (1) Sales ui India'* invoivo the correlation of 
deman fs fiom various centres remote from each other and the head juarteri of Gov ernment 
This cannot be as simple nr expeihlious as the receipt and ihsposal m lioudon of tenders 
from the head offices of the Exchange Banks and other leading institutions and firms 
generally situated m close pioxnnitv to the Bank of England Further m the case of 
Council sales m London rupees are not issued until the Secrelniy of State m Council has 
been paid jn sterling In the case of purchases of sterling m India the rupees are credited 
before the sterling has been paid ov er to Government It is therefore necessary to discriminate 
in such purchases and the area of competition is thus not so wide as m London where 
drafts aie open to tender by al! without distioction 

10 Reference maj here be made to the measures required when exchange weakens to 
the lower gold point — a matter on which some fmther observations are offerel iii para 4 
of the note on the future control of the Paper Currency The Rojal Commission of 1913 4 
advise 1 that the Govenimont of Iiuln shonld make a public notification of their intention to 
sell hillo m India on London at a price corresponduig to the lower gold point whenever (hey 
were asked to do so to the full extent of their resources This view was endorsed by 
the Babington-Smith Committee who also approved the practice of offering telegraphic 
renuttances as was first done in connection withceitam sales at the outbreak of the war 
The Committee recommended (para Oi of Report) tliat the Government of India shonld be 
authorised to announce without previous reference to the Secretaiy of State on each occasion 
their readiness to sell weeklj a staleil amount of Reverse Councils {including telegiaphic 
transfers) during periods of excliange weakness the rate being based on the cost of shipping 

•It IS wortl mentioning tli it Hales of sterling bv tb« Exchange BanVs in Iidia as hitherto 
con Inete I are understood normally or at anj Mite on occasioi s lo mvolre the payment of i ooi im ssion 
by tJ e sel]« to » broker This does not anse in ll e case of sales of rupees tlirongli the medium of 
Council drafts 

G 
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coll! from India to London In tbe announcement issued by tlie Govemnient ot India on 
§nd February 1920 (see page 11 of Memraandum 1) effect was gi\en to this propcfial 
in the foUoSig terras — In accordance with the Committees rccomraemlatioiis the 
GoTermnent of India will when occasion requires offer for ««ale stated weeUy amounts of 
sterling reierse drafts on tlie Secretary of State for Indn (including immediate telegraph 
transfere) U is desirable tliat the present Itojal Commission sbould consiiler whether the 
decision embodied m the above quotation sufBaentlr ensures that the exchange ^alue of 
tlie rupee will be maintained at the appropnate le\el The propel working of the gold 
exchange standard as deTcIoped m India implies that rupees will be obtaimble at a pnce 
corresponding to the upper gold point without limit V complemenUry condition for the 
perfect working of the sj-stem implies that remitters should be able to obtain gold or 
sterling exchange at a pnce corresponding with lower gold point, also without limit Hitherto 
Goiernment haie not taken upon themsehes this la t responsibilitj and so long as flie offers 
of sterling (or gold) at any time are limited the lestnction on the amount may result 
in the market rate of exchange falling below the correct parity \n oppoitunity for 
reconsideiing this question is presented by the imiroicd prospects of economic stability 
in conjunction with the present strength of the gold and sterling resenes of which the 
amount on “’Ist December 19 ^5 wa* as follows — 

(o) Sterling securities m the Paper Cnireney Ucserie (nominal lalne) 29 2S(5(X)0 

(6) Sterling securities {market aalue) and cash in the Gold Standard Rescue 40000 (X)0 

(e) Gold in Paper Currency Reserve m India 22 318 000 


Total £91 603 000 

The amount under (o) consists entirelv of British Treasury Bills Present dav policy 
aims at maintaining tlie Gold Standard Reserve m a high stage of liquidity and of the 
amount under (b) £9 045 000 represents British Goiernment securities wii inaturitv not 
exceeding in any case three months whereas the balance of tlie reserve is in the form of 
securities witli ready marketability It would maik a definite advance on the pre-war 
position if the Commission see their waj to advising that the time has come for Government 
to announce its readiness to sell reveree drafts without limit at the pnce corresponding to 
gold export point In such a case the arguments for holding the reserve in a highly li^id 
form would derive increased cogeucy ^ 


APrENDIX 


Recent developments m the system of Government Remittances 
Before the war the luam method by which the Secretaiy of btate was placed m 
funds was h\ sale by open tender of Council drafts® (that is drafts on India) at 
the Bank of England Subject to modi6'*ations necessitated by war conditions as 
described m the Babmgton-Smith Committees Report, the same system was 
maintained during the war Remittances were occasionally effected by the shipment 
of gold from India but the amount of such shipments was small, and one of the 
objects that the becretary of State kept before him in regulating his’ drawings was to 
avoid the necessity and expense of gold shipments 

The history of the sale of Council drafts wdl be found in Appendix VII to th? 
Report of the Roval Commssion of 1913 14. and a copj of the regulations of 101^ 
(containing the pre-war conditions) and of 1924 ^the latest form) are reormted 
Annexure A to this note ^ 


Ihe rules now m force differ in two important lespects from thoso ,i, 
before Ibe War First they do not prn.tdn for the sate of mtermed, He d ”fts 
which were habitually sold, if required bv tridc between the regular vi 
auctions Intermediate drafts were suspended in December 1916 and im 
of their revival could arise until the resumption of the qalp of question 

m Janua^ 1923 (faince the resumpUon the place of intermediates has 
by purchases of sterling i: India as explained below) Secondlv th ^ 
provision for the sale of rupees without limit at a price correspondino'V^ ^ V? 
point, owing to the abnormal exchange condilionx under whmb 
recenilv conducted uuve been 


During the period of stable exchange, the svstem under which Pr„, i i r 
were sold in lamdon satisfactorily met the needs, of Govermnpnt o,?! . drafts 

notewortbj that the fundamental principles on which the svst " and it m 

were not called into question either by the Roval CommissiL 
Babiugton-Smith Committee of 1919 (S«* pan 01 of Report) ^ 

Mn U IS Bole unless the coi text olteraiM nquites tie ferni , 

inclnJ telegraphic tran.fera vhonW be understood as 
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2 In coi sidenng the question o£ the niethcKU In which the funds required h) the 
Secretary o£ Stat“ for the dischnrge of hia liabilities should be driuTi from India it 
IS necessary to distinguish between the abnormal conditions of the last few yeare 
and the situation as it may be expected to be when the rupee again has au elTectue 
stabilised iiiternatioual lalue 

Between the date of tbe publication of the Babington Smith Committee s Hepurt 
aud Janmrv 192d there were no sales of Council drafts in London us eipJamed in 
para 10 of Memorandum No 1 When the Secretan of State decided in Jinuary 
1923 to reopen sales m irhct conditions were uncertain aud the question of 
regulating remittances bo as to adimt of substantial drawings from India and at 
■the same time avoid unsettling trade gave rise to much consideration It was then 
decided at the instance of the Government of India to supplement the weeklj 
sales of Council drafts bj pmchases of sterling m India rupees being sold b\ 
tbe Government of India through the Imperial Bank to the Exchange banks against 
telegraphic transfers of sterling to be placed to tbe credit of the Secretary of State in 
London at the Bank of Euglaud nia the London office of tbe Imperial Bank The 
extent of tbe proposed rei uttiinces bj sterling purchases in India oi the rates at 
which Gov ernment w as prepared to effect them were not anno meed lu advance nor 
weie tenders invited Governnienls o|)eratious were discretional tie guiding 
principle being to secure lemitiance on a substantial scale and at the same time to 
avoid as far as possible excessive fluctuations in tbe rate of evchauge ® 

3 Tlie following table exhibits tbe amount of remittances m the jears 1022-^3, 
1923 24 1924-^0 and for tbe first nine months of 192o-_b distinguishing between 
amounts drawn b^ Council sales aud bj purchases of sterling — 

TADbr 


IlEvnrTVNCEa nv tRe Co\Easac\T oi Iswv xo tdb SEcmvav or Bxxte roii Istuv 
siKCL 1922 23 


Tmi I 

Sutes of b its 
flu<l teUgnpl c 
transfew on ind t 
1 r ^cc 
t S( (e 

Porclinfes of 
Dtcrl g in Ind a 
br tl e Gorernment 
otlndn 

PnrehuM bf (be 
, 6eCT«ta>7 of S a o 
|0f p weeds of lusBS 
ra sed n Lend n 

lodisD i>Db e 
l/wl e» 

Tots] n n tti we 


i 4 

i. 

£ 

£ 

19’2-23 

2 570 O'^b 

, 70000 

2120 >10 

4 76r 230 

1923-24 

b 7 oS 70 » 

' 13100000 

i3U20o0 

23 1 tl C04 

1924 25 

7 o79 102 

1 33 191 000 

700 000 

il 470 1G2 

192j 2 G (9 mouths) | 

Nil 

37 GGG 500 

i 

Nil 

oT 5G0 500 

1 


From Jamiarj 1923 to December 193o the total rcimttances effected bj purchases 
of sterling amounted to £33 927 500 while the corresponding figure m respect of 
remittances bj Council drafts (including sterling taken ov er from Indian public bod es 
borrowing in Loudon) was £23 017 100 In this connection tw o points nia^ I o noted 
first when excliangc movements have been wide and market prospects uncertain itwas 
considered luoonv cnient to m untamoflers of Councils unless conditions defimtelj iminted 
to au active demand lor rupees at Tate*> that commended themselves to Oovemment 
Council drafts were sold during C weeks from Tanuarj to ifarch 19^3 “I weeks 
lu 192V24 aud 17 weeks lu J924 2o Socondl^ it was decided in October 1 J2o that 
for the tune being xeraUtance& should not be effected below the rite of 1» Uj' d 
(a figure corresponding closelj to upper gold point on the basis of a la Ct/ gol I 
rupee) and to meet all demands for rcmiunnce tl at might be forilicommg nt this 
figure without making aiiv bulling anno inccmcnt on the mattci Ln icr thc«o 
coiuUtious the normal comietitivi clement inherent m the tender system would bo 
lacking and there would h nc been no point m instituting anv formal offer of Council 
draft® Unler pre-war conditions the then standing offer of unlimited Councils at 
upper gold pomt would have operated (vide para 11 of Annexure(i)) In these 
circumstances on the 21st October the Secretarv of State addre^^ed t! c fcllowmg 
telegram to the Governmtnt of India — 

* A decision having lieen arrive I at as to the rate at which Government 
remittances should be effected for the present I have had under consideration 
* Cop ( { tc pitlchcd «xc1 anp«<l tl S>etetai 7 f>f Stftte qdiI 11 c Go nun nt of Jedis jn 

19 3 will be proclaeed if the Conuoias on fo dean 
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the miestion %vhether, m accordance with practice m recent years m the busy 
season, it would now be expedient to reoi en sales of Councils 

• The decision, however, not to remit below the definite hgure ol Lv O j cd 
for the time being and, without malang any inibhc commitment to this cllect, 
to meet all demands for rupees at this figure makes the position exceptional, 
and as during the continuance of this situation the invitation for competitive 
tenders for Councils would lack realitj.Ihdve decided not to take any actmn at 
present Should ii appear espedient at any time, the question will be 
reconsidered The general question of the most suitable methods under 
normal conditions of making reimttances is you u ill understand left untonclied 
by this decision This is a mattei on which the Iloyal Commission on 
( urienev udl no doubt report Ihis releis to my telegram of the 14th 
October ’ 


Annexdqe 

Sale of Bills and Telegraphic Transfers on India 
(i) 1915 Regulations contaming the pre war conditions 

In supersession of previous notifications the Secretary of State for India in 
Council publishes the following particulars as to the method of selling Dills and 
lelegraphic Transfers on India — 

Sale of BdU 

1 The Secrotary of State foi India in Council is prepared to allot on U ednesday 
m each week Dills of Exchange on the Government of India the Government of 
Madras or the Government of Bombay of an aggregate amount not exceeding that 
announced in a notice which will be previously exhibited at the Bank of England 

2 Tenders for such Dills will be opened at the Bank of England on each 
Wednesday at 1 o clock 

3 Tenders must be made on forms which can be obtained on application at the 

Chief Cashiers Office at the Bank of England Ibey must be deliver^, under cover 
at the said office ' 

4 Any tender may be for tbe whole amount shown m the announcement or for 
any portion thereof not being le s than Rs 10,0(X) Ihe amount of the tender or 
tenders submitted by or on bebalf of any one person firm, or company must not m 
the aggregate exceed the amount shown in tbe announcement lenders which 
appear to the Secretary of State in Council to be submitted m direct or indirect 
imrmgemeut of this rule will he rejected 

5 Each tender must state the rate of exchange at which tbe applicant is prepared 
to purchase a Bill or Bills of the amount for which he tenders or any less amount lhat 
may be allotted to him The rate of exchange must be expressed in pence or m 
pence and a fraction of a pemiv per rupee any fraction that is used must be either 
one thirty second of a penny or a multiple of one thiitv second of a penny. 

6 In the event of two or more tenders being made at the same rate and the 

amount to be allotted being less than the amount of lioth oi all, a pro rate allotmeni 
will oidmaiilybe made subject to the cxmdition that no Bill vtiH ha rr,r,T,fo,i f 
less amount than fis 6 000 ° i or a 


7 As soon as practicable after the opening of the tendeis the lesult will bf. rmrl 

known at the Danl and the maximum amount to be allrjlff>H nr, ♦!, t it 
Wednesday will ordmarilj be announced at the same time ° Mowing 

8 On Wednesday afternoon Tversons who have tendered will nn orarsi. . 

Chief Cashier s Office, be informed whether any allotment has been made^to^t^m* 

9 Payment for Bills allotted on a Wednesday must be maflo nn i , 

following Tuesday ’before the 

10 Those applicants to whom an allotment of Bills Vino 

furnished with a form to be filled up with the parti-'uhrs of thp B will be 

must be left at the Chief Cashier s Office before 12 o clock on tL desired, which 
on which the Bills are require 1 , the Bdls will he delivered norf preceding that 
cash not later than 2 o clock next day on payment m 
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11 III 'ulcliUotv to the teutlers mentioned iboit* foi Bilh to he allotted oii 
■Wedntsjajs it 1 ocloch applications luaj be nude on anj Itednesday aftei the 
result of tlie allotment has been announced (but not latei than 3 ocloch) on Saturday 
between 11 ami 12 30 and on any other daj between 11 and 3 at the Chief Cashier s 
Office of the Bank of England for intermediate Biifs drawn on the Government of India, 
the Goiernment of Madras oi the Goiemment of Bombav No pledge can be given, 
that such applications will be complied with but if intermediate Bills are granted, 
the folloumg condition mil he obseraed viv , that if, at the preceding allotment, 
BilK liaie been allotted to the full amount preiioiisly announced intermediate Bills 
will onl) be granted it latea exceeilmgbj at least one thirty second of a penny per 
rupee the immmuin price at which an allotmentwas made If however the mimmunr 
price has exceeded Is dj'bd the rupee tins condition will not be enforced as 
been tarv of S ate m Council is prepared to sell until further notice intermediate Bills 
at Is 4id the lupee 

12 If an intermediate Bill is granted on a Tue da\ payment must be made on the 
«aine day if a Bill is granted on anv day other than Tuesday, payment must be made 
jiot latei than the following Tuesday 

':ialeo/lclegraphicTransfeis‘ Imiteliaic and* Defeiied' 

13 Applicitions for Telegraphic Transfers on the Government of India, the 
Goierumcut of Madras and the Govemruent of Bornl ay will be leceived on behalf of 
the Secretary of State for India in Council at the Chief Cashiers Office at any time 
between 11 and 3, except on Saturdays when the hours are from 11 to 12 30 Those 
winch are recei\ ed on Wednesday before 1 o clod will I e opened at the same time as 
the tender* fur the weekly allotment of Bills and if transfeis are then granted the 
fact will be announced at the same time and m the same manner as the allotment of 
Bills Transfers will be granted only m thousands of rupee and m no ca «0 foi lesa 
than one lakh except that an applicant to whom a tiansfernas been granted at the 
time of the weokli allotment of Bills may be allowed an additional transfer of an 
amount (m thousands of rupees) le<is than one lakh provided that s ich additional 
transfer is paid for (at the price fixed for the time being by the Secretary of State in 
Council) on the same day as the transfei originally granted Applicants tendering on 
^\edne^daJ befuro 1 o clod both foi Bills and tramfers may if they wish it insert in 
their ten ler foi transfers a rey lest that if that tender be not sufficiently large fo 
secure an allotment of one UkL ot ^llpec^ it may be increased to the necessary extent 
bv leduclion of then tender for BilU 

14 If a transfer is granted ou a iuesd^ payment must lie made on the same 
day if a transfer is granted on anv day other than a Tueoday payment must be made 
not later than the following lue'-day 

lo Tile necessan telegram to enable the amount of a transfer to be issued to the 
recipient m India will be despatched on the day on u hich pay ment foi the transfer is 
made at the Dank of England Immediate transfer-* will be parable in India ou the 
day following t le issue of the telcgiam deferred transfers will be payable 16 days 
after the issue of the telegram 


General 

1C The sales of Dills and lelegraphic Transfers and the rates at which they 
have been made will be from time to time announced at the Bank of Eughnd and 
the total aino mt sold up to date since the 1st of April, with the steiling realised wall 
be similarlv announced on each Wednesday morning at 11 o clock , 

17 The Secretary of State in Conned, while making this announcement as 
regards the practice to be ordinarily pursued reserves to himself tiie right of 
rejecting the nliole or any part of any tender and of departing in any respect witJunt 
previous notice fioji the foregoing terms should circumstances render it expedient 


Special Notice 

Persons or firms applying for Dills or lelegraphic Tiausfers are heieb% notified. 
•thafc by airtiio of the provisions of Acts 22 Geo HI cap \LV Section 10, and 
41 Geo III cap LIT every allotment of such Bills or Telegraphic Transfers is 
jnade subject to th'' express condition that no Member of the Bouse of Commons be 
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admitted to anj pirt or share therein, or to 'inj 
Statute does not npply to contracts euteied into bj 
their corporate capacity 


benefit to atisc therefrom 'Ihe 
incorporated trading companies in 


India Office 
22nd 1 ehruan 19io 


Or) 1924 Kegulationa (the latest form) 

The Secietaiy of State foi India m Council offers for sale on Tuesdajj. 
-30th September 1924, Bills of Exchange and Telegraphic Iransfers (Immediate and 
Deferred) on tbe Government of India to the amount of fifty lakhs of rupees 
payable at Calcutta Madras Bombay and Katacbi This and any subsequent sales 
will until further notice he regulated by the following conditions 


CoNDiTiovs OF Silk. 


1 Dates of sales and the aggre^^ate amount to be ofTerecl on each occasion will be 
announced m a notice exhibited at the Bank of England 

2 Tenders will he opened at tbe Ban) of England on 'litesdavs at I o’clock 
Ihey must be made on forms which can be obtaiuel on application at the Chief 
Cashier s Othce at the Bank of England 

3 Any lender m la be lor toe wnole of the amount shown m the announcement, 
or for any portion thereof 'wbich in lh<» case of a Dill is not less than Us ] 0 (XK) and 
m the case of a Transfer (Immediate oi Deforied) is a multiple of Bs 1 tX)U and not 
less than Rs i lal h The amount of the tender or leaders submitted b\ or on behalf 
of any one person film or company must not in the aggregate exceed the amount 
shown m the announcement fenders which appear t) the Secretary of State in 
Council to be submitted la direct or indirect infringement of this rule w ill be rejected 

4 Laoh tender must state the rate of exchange at which the appln ant is 
prepared to purchase the amount lor which he tenders therein oi any less amount 
that may he allotted The rate of exchange must be expressed m pence or in pence 
and a fraction of u penny per lupee any fraction imist be either one thirty second 
of a penny or a multiple theieof No auuomicement will be made of the immimim 
rate at which tenders will be accepted 

Tenders for 1 1 medial* Telegraphic Iransfers will rank for allotment with 
tenders at -j* d lower for Dills and Defei led Telegraphic Transfers When a p» o rat i 
allotment is made no Bill avill oidinariU be granted lor a leas amount than Ils o 000 
aul no ielegxaphic liansfer for a less vmount than Rs \ lal h Applicants 
tendeiiug both for Bills and Transfers may, if they wish insert m their tender for 
Iransfeis a request that if that tender be not sufficiently latge to secure an allotment 
of one lakh of rupees it mav be increased to the necessary extent byieduction of 
then tender £oi Bills 

G On Tuesday afternoon tendeiers wdl on application at the Chief Cashier s 
Office be informed whether any allotment has been made to them 

7 Piyment foi Bills and Tiansfers mnst be made befoie the iuesdai next after 
the day of illotmeut 

8 Applicants to whom an allotment of Bills has been made will be furnisbed 

with a form to be filled up w'lfh the particulars of the BiEs desired which must b 
left at the Chief Cashier s office before 12 o dock on the dav piecedine tint- nn i, u 
the Bills are required the Bills ivill bo cleliiered next day on navniPnf .n 'i 
later than 2 o clock ^ 


9 ^Ylleu a Telegraphic Transfer has been allotted tbe necessaii ipIp 
authorising payment m India on demand will be sent on the da\ on 

for the Transfer is made at the Banl of Eneland Immediate Transfpr-j^^^ 
payable in India on the day following the issue of the telecram Dpfpr^^a m 
will be payable 16 days aftei the issue of the telegram ’ Ininsfers 

10 Subject to fmther notice no mteimediate Bills or Teler^rir.!,, m 

will be offered for sale by the Secretary of State in Council & P c Innsfers 

11 The Secretary of State m Council reserves the naht of xeipphn„ n -i ■, 

any part of any tender and of depaiting m any respect without whole or 

the foregoing terms should circum'>tance<5 render it expedient ^ notice front 
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SPECIAL NOTICE 

Pei-'Oiis or firms ippl^jug forlblls tr Pel^graphic Ti insftrs irp Jjerebj notified 
■thnt bj Mrtue of the provisionb of Acts 22 111 cap \LV section 10 and 

41 Geo 111 , cap 1 11 every allotmcMt of siidi Bills or I elegrapliio Irdnsfei-s is madd 
'Subject to the express condition that no Sletnber of the House of Coramona be 
-admitted to an^ part or share therein or to an> benefit to arise therefrom The 
Statute does not applj to conlractb. entered into bj incorporated tialing companies in 
their corpor Ue capacity 

IsDit Office, 

J3rd September 1021 
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Note submitted by Mr G H Kisch, C B , Financial Secretary to the 
India Office, entitled Some considerations suggested by a review 
of the events of 1920 with reference to banking development 
in India ” 

iho year 1920 tvas in many av i\3 exceptional m the economic history of India as 
It i\as in the case n! other counlnea The rear «5a\\ tl e attempt to establish the 2* 
(gold) rupee the revaluation of reserves on the new basis and the eventual 
-abandonment of the pobcj of actue support to the exchange 

Ihe events of the year maj usefully bo stndied avith regard to the lessons they 
can teach for hiture guidance ihey bung out m i clear light certain difBcnlties, 
■which at any rat© for a long time to come may be expeettd to emerge if iho Indian 
currency system is exposed to a. se\ere test 

First it 18 necessaty to remove a <?ourco of complication arising from the fact 
that the currency note resoryewas reyaliicd m October 1920 on a 2s basis It is 
comenient for the purpose of unravellmg the fact* to reconstruct the papoi currency 
resene on a 2s basis m exliibitmg the figures for 3l8tl)ecember 1919 for purpose of 
•comparison with tne position on Hst October 19*0 uhen adjustments connected 
yyith the ^ales of Ueyerses ucre completed If this is done the constitution of the 
reseno at the end of 1919 and at the cn 1 of October 1920 compares aa follous — 


Paper CurreiKif Ptwric (Rs Jo - il) 

(P ju e« » I laVtof /? jK » ) 




1 Kesetre 

Date 

1 Grost Dote 
' c ixmlat on 

L 

Goll 

S her 

Rupee 

Brit sh 

1 Government 
Secunt e<: 



Rs 

Rs 

Rs 

Rs 

■Slat December 1919 

' 18>W 

b47 

4307 

57 77* 

55 00 

51st October 10 0 

, 1 59 58 

25-5 

59 41 

69 07 

^ 8 3o 

D Rerencn 

j — _3 33 

_o-2 

1 +15 (4 1 

+ 10 30 

1 — 4o6a 


* Baleitc ng figare 


The actual curreucj contraction in the first ten month:, of 1920 as exhibited by 
the change in tl e Te»er\6 was — 

Notes Il-> 23 crores 

Sil\er Rs 15 74t „ 

n* 39 07 , 

t Ibe amotinfc coifesponda to the net ret rn (R< 14 87 croren) of rujKes an 1 J alf rupees n tl e fii'et 
n e months of 1920 as shown in Stateme t VIII of t! e Co t -oiler of Currency s Report for 1920-1 

The decrease in the cuirencj re&erye gold holding of Rs 2 72 ciores is not 
regaided aa expansion musmuch as the gold was not ataihble for purposes of 
■currency 
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'Hie amount rtcened in India m pajineiit for lic.erers Kilil in lie period (Ja.iinn 
to September) IMS Es 40 Odcrores and theoetiediiclion in the gold holding reprosciied 
a contracting power ol Rs 4 08 crorea ou the approaiiintc basis of the Bolling price 
of gold at the time The eatent to n Inch these Iransaetioiis ilesideraled oiirrenct 
oontiactioii was thus l!s 51 01 crores Hus maj be compared tvltli the nctliol 
eontriotion effected of I!s 3'J OT crores as set out forniallj in the folloning table — 


\^rigwca in lit crores ) 


Eupees leceived for stciliug 
sold - - 4G 93 

Net reduction of gold (ot 

Rs 15 per £) ■ - 4 05 


Contnctiou desider'ited 


51 01 


Conlnction effected 
DehciciK^ — 

Issue of adlioc Ircasurj bills 
\djHStment for gold at Rs 15 - 
DilTerence between rupee 
rtceipts lor ReverhC's 10 9*' 

,nnd eleilmg nitlidrann 40 G> 


39-07 


11 94 
51 (il 


The sum of Rs 11 94 (siv 12) crores represtuts in effect nu nppruprntion to 
Treasurj of fimds which having been iccei\e«l Irom thi- public iii excliiiige for 
bterling or gold held m the re-Nerxe. should stricilj hive bcLii npproprmttd to the 
reserve 

The figure may be regirded as ioughl> measuring the nnionni bj whicli the due 
contraction was avouletl m conn<»aion with the opemUons of 1920 Still, it Ins to be 
noted that ictuiU) II'* 39 crores of currency conlnction nas eUccied 

The effect of tins deflation on the binkmg position ju India m 1920 mm now be 
esammed The relevant figure** of link deposits ind cisli balances ire shoun in the- 
tables thit follow — 



Dixsidei cj Banks | 

1 1 xcl «i ge Bank* | 

Pimeii it II 1 III 

n nka 

Date 

Deiositsj 

Cash 

InUnces 

Percent 

•ge 


Percent 

igc 


1 Pirrent- 
1 "pv 

3UtD«c 1«9 

"■i <l 

iJ 1. 

ol 1 

74 4 10 

40 3 

S') j 12 2 

1 20 7 

31st Dec 1920 

87 

SC 

*0 a 

74 S 1 2.. 2 

dd 7 

71 1 j If T 

2J 0 


All n-mks 


Dite j 

1 Uejosita j 

Cush 1 

hahnees. I 

Percei fnp> 

3Ut DbCembei 1919 

^ 209 < 

Co 8 

31 4 

31et December 1920 

1 212 « 


29 0 


Here we may note — 

(1) that the aggregate deposits of the Presideuc}, Exchange, and Dnnorml fF„i.c, 
Joint Stoclc Banlis increased bj Rs 231^ crores in the year 1920 . 

(2) that of these Rs 23^ croies additional deposits about half aermoFl tr. *i 

I residency Banks and half to the Indian Joint Stock Banks, while the dcmsits of tfc 
Exchange Banks were practically unaltered , 1 s oi tlic 

(3) that there was a small declme m the cash percentage in the rase nf i , 

UB u Whole and a la.ger decline in llie case ol thi EjehaSge b"u\ “ wll! 1 
was presumably mflnenced specially bv the sale of reverse counciK ' ^ position 

On the atalisUca it seems impossible to resist the conclusmti tV » 

cuxrency deflation as was achieved through the sale of Rea er^cs ^ ‘ 
countered bv the expansion of bank, credit ^ Partially 
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The discount policv of the PresidoDC\ Banks is illustrated in the following 
table — 


Discoioit Hates of the Presidency Datil^ m 1920 



Hank of Bong&l 

Hank of nombaj 

Bask of Madr&a 

Rales nt 

bemnninc 


5 

G 

of 1020 



1 ^ 



Tamiarj 

. 


i 0 (14th) 

C (22nd) 

f 

i 7 (dlst) 

1 ebruary 

- 

• 

7(nth) 

7 (4th) 

8 (14th) 

Apnl 

. 

- 

{ — 

1 S (Sth) 

' — 




! _ 

9 (22ndl 

— 

May - 

- 

- 


8 (13th) 

9 {1st) 





7 (27th) 

— 

lime 

- 

- 

r> (loth) 

C (ICth) 

8 (I9th) 

Julj 

. 

- 

0 (I&tl 

o fSlst) 

7 (10th) 




— 

— 

6 (Jltu) 

Ivov ember 



, C(4ih) 

C (4lh) 

— 




j 7 (IMI.) 

7 (12th) 

7 (12th) 


Ihese rates might appear not to indicate any such exceptional efforts to control 
credit as nught have been expected at a lime when exchange was falling and 
currencj contraction was being effected But according to the report of the 
Controller of Currency on the ytar 1920-l,lhe 5 per cent rate which ruled for a 
penod in the summer “can hardly bo considered a tnic index of the state of the 
market,” and the arerago rate for accommodution m the bazaar, as calculated from 
the shroffs’ discount rate for traders bills raogcil in the year from h to 11 per cent 
Moreover, the Controller of Currenc} obsenes that ‘ Phe continued demand for 
remittanci.s m the earl} months of the jear, and the large amount of reverse conaoils 
offered to the public created a fictitious slnngencj lu the market which is reflected 
m the bank rates ” The aaorage rate of the Bank of Bengal for the year was about 
^percent higher than the aaemge for the tuo pretious j ears, while the average 
increase was greater in the case of the Bank of Bombay 

ifr Donning, in fus note on the safe of reverse coancife in 1020, observes that 
“The currency was not contracted to the ftdl exieot of the amount realised bj the 
sale of reverse councils as it was feared that the inone} stnngencj which would have 
resulted might have senouslj dislocated business generally Ihese remarks must 
of course be applied to the banking position and it must be accepted that the view of 
the authorities at the time was that the advantages, from the pomtof view ot exchange 
of creating a greater Rtringeuc} in the money market, uere likely to be inoro than 
counterbalanced by the anticipated dctnmenl to trade and business The facts set 
forth above bring those avho are faced with the task of devising and working the 
Indian currencj system up against a fiiodamental difficulty, that is the inability in 
the case of Indian conditions, to sceme credit contraction on the scale and with the 
promptness that may be required to keep the situadou in control 

Undoubtedly there were factors at work m 1930 which made it difficult to enforce 
greater contraction of currencj and tended to the expansion of bank deposits It is 
worth noting — 

(1) that there was a heavv revenue deficit which for 19 JO-1 came out at 

Rb 20 crores, and a largo exchange loss outside the revenue account to be 
financed , 

(2) that there was a large outstanding amount of Indian Treasury bills with 

the public, the renewal of which would have become increasingly onerous 
as stnngencj increased , 

(3) that the acquisitions of gold for sale to the public winch was credited tr> 
the paper currencj reserve against the issue of notes tended in the 
first instance to m nntam the cash halances of the Presidencj Banks , 

H 
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(4) that the sale of reverse ilraftv msofarna tliie (lid not imirUc correspomlinj; 
currency contraction ^*18 explained abo^e), teuded in the sime direction 
as (3) , and , _ ,, 

contra (5) that the sales of gold winch m the iCiT amounted to £33i nnllions 
(sovereigns weight; tended to displace currencj m the hands of the public 
and facilitated the contraction of the note issue 
While some of the above factors no doubt bid in mflationar> tondeiicj.it is 
difficult to assert with inv confidence that the s tuition would hive been susceptible 
of more ijgorous control had they been absent because the limit of dellatjon was set 
by the anticipated reaction of an increased stringcnci on business Ihis factor is 
likely to be the dominant considention m the future al«o if i severe crisis of i 
similar type arises and the facts will not be altered b^ any change in tho agenej 
charged with the task of applying the screw Indeed if this diitj were ontnisted 
to 1 bank whose mam interests ire commercial iho effort to hold the fort inij be less 
sustained than when undivided lesponsibility lij with tho Liovcrnment 'Ihc 
irgument points to the desirability of ereiting, if possible i genuine (-outnl Bank 
whose fimctions are closely circnmscnbed 

Certain suggestions emerge from this revien of the events of 1920 which mij be 
worth recording by reason of their bearing on future policy® — 

(1) If at any time Government remittances iro suspended on iccount of excliingo 

weakness and cash bihnces it the bank rennm high tending towards 
expansion the desirability of drawing on the cash balances for the 
coatnction of the note issue should be I ept prominently m mind 

(2) Reverse drafts should not ordinardj be met froi > Home Ircisun balances 
as the volume of currency in Indu i:> not thereby reduced Ihe sale of 
drafts should at once bo brought to the debit of tho sterling lesencs 
involving corresponding contraction in India 

(3) The extent of possible contraction at anj given period of strain will ho 

determined not so much by the strength of the sterling reserves ns bv tho 
capacity of trade and business to endure the stress 

(4) A central bank in India, if charged with the dutv of credit and currency 

contiol will he worl mg owing to the undeveloped conditions of credit, 
under serious disadvantages as compared with central banka m countries 
with a highly developed credit oigani^m It is desirable to fortifv tho 
bank m every possible way and to protect ii so far as may be from tlie 
risks involved m responsibilities to tho due discharge of which conditions 
m India are at present imperfectly suited 

(5) It 19 desirable that central banking in India should advance on cautious 
lines which take account of the special factors prevailing m India and that 
the close association of Government with tho central hank should be 
definitely recognised as an important clement m the maintenance of a 
sound cuirency and exchange system 


APPENDIX 75 

Supplementary Notes and Statements submitted by Mr C H Risch 
C B , Financial Secretary, India Office ’ 

(A) Note on Suggested draft of lines on whicli a Gold Standard mnv bA aa t, i i 

m Btatutoiy form foi lodm ns eiplained in Mr Kmchl 

(B) Note on Sijggested ealee of S Iver Bullion from the Curtenev Reserve " f t i 

by JUr 0 H Kisch m nnipMimtion of the tihles m I 

Memorandum No 4 ( Vppendii 72) “ HI of Ins 

(C) Statement showing the monUily bahmees and interest receiots .1 rr 

Treasury for the years 1912-3 and 191d 4 and 1921 2 onw ^ Home 

(D) Statement showing the estimated and actual Home''charfTPq .i a, , 

financing them during the four 3 ears 1921 2 to 1924-o^ method of 

• Tlie actual appl cat on of tl ese tioggcHt na will vary accord 
control rest with Goremment or are transfetred to a central lank 


ng a? the responsib I t es foi t 
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Note on “ Saggested draft of lines on which a OoM Standard may be embodied m statutory- 
form for India," as explained in Idr Eisch’s evidence, 

1 The Banh shall receive from anv person making a demand at the head office 
in Calcutta or Bomhaj , or at any other office of the Bank which maj be notified bv 
the Bank for the purpose m the Gazette of India gold bullion or gold com which is not 
legal tender in India m exchange for Government rupees or bank notes at the rate of 
X grams tro} of fine gold for Re 1 subject to conditions to be notified by the Bank in 
the Gazette of India with the previous approval of the Governor General in Council 

2 The Bank shall sell to anv person in India who makes a demand in that behalf 
at the head office m Calcutta or Bombay or at any other office of the Bank which may 
be notified bj the Bank for the purpose m the Gazette of India, and pays the purchase 
price in any legal tender gold at the rate of x grains troy of fine gold for Re 1, or at 
the option of the Bank an equivalent amoiiot of gold exchange payable in anj country 
outside India approved by the Governor General in. Council and mamtammg a free 
gold market subject to the following conditions, vir — 

(a) No single demand for gold or gold exchange shall represent a less ralue in 

gold than approximately 400 ozs of gold 

(b) The * equivalent amount of gold exchange ” referred to shall be a sura m 

foreign currency calculated by the Bank, subject to the approval of the 
Governor General m Conricil, to represent the standaid price of z grams 
of fine gold m the country outside India concerned, less a percentage 
representing the normal charges of a remittance of specie from India to the 
country concerned For this purpose the Bank shall notify m the Gazette 
of India, with the previous approval of the Governor-General in Council, the 
country or countries upon which gold exchange shall be issued and the rates 
of gold exchange per nipee 


(B) 

Note on “Suggested Sales of Silver Bullion from the Currency Reserve, ” furnished by 
jttr £' S Sanat nr ^ Ahf isles' nr Jppeuvfzr J7J <sf Jw JKamancintor 

No 4 (Appendix 72) 

Two statements are attached, showing the result of an hypothetic sale of Rs 15 
crores of silver rupees on certain as&umptione regarding the repurchase later of the 
com equivalent of the amount sold * 

Both statements contempl ite that the metallic proportion of the note reserve 
Will be maintained at 40 per cent and take as their basis a gros'i circulation of 
Rs lOOcrores — le approximately theissue outstanding at the end of Septembei 19J3 

Each statement assumes that a half year’s interest is earned on the sale proceeds 
of silver in the year of sale and lost in the year of repurchase Gold added to the 
reserve to maintain the metallic ratio at 40 per cent js assumed to be provided from 
sale of sterling securities and tlms involves a loss of interest, a loss of half a year’s 
interest being taken in the year m which the gold accretion takes place Interest 
IS reckoned throughout as 6 per cent compound Both statements assume tint 
silver is sold at ZOd per ounce standard and repurchased at 34d per ounce 
standard A larger diJTerence would of course exhibit the project in a more adverse 
light 

It will be observed that — 

(1) Statement A, u Inch assumes the ihamtenance of the rupee holding at about 

20 per cent of the gross circulation, shows a net loss of i200 000 at the end 
of the seventh year 

(2) Statement B, which assumes the maintenance of the rupee holding at about 

17i per cent of the gross circulation, shows a net loss of £313,000 at the end 
of the eighth year 
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absorption being taken at Ks 7 crorea per annum), and at the same time tmmtainmg the 
metallic ratio at 40 per cent in each ease * 


STATEMENT A 


.J; 

Stock 

nnniog 

.bacrp- 

Sales at aOil per 
standard ounce 

Pnrchases at ^4d | 
per standard * 

Stock 
at end 

realised 
from sales 
( + )or 
cost of par 


Amount of 
additional 
gold T* 
qnuedto 
maintain 
a4CI% 
met'iibe 

Los* of . 1 

mterest | Interest 
dumgtbe^ on net 

stnliDg jtos* at end. 

Pro 

gain(-i-) 




Amount. 

Proceed*. 

A.™,, 

Cost 1 



esebanged 
for gold. 








Rs 

£ 

Ra 

£ 

£ 

Rs 

£ 

£ 

£ 






/wyeee 

raiUioDS 

cmeoc 

millions 

tniUions 1 

OIVWOB 

millions 

millKMis. 

milliocs 

1st year 

90 

7 

5 

2 323 

— 

— 

78 

+2 323 

+ 035 

— 

— 

— 

4-2 358 

2nd year 

78 

7 

5 

2 323 


- 

66 

+2 323 1 

+ 035 ' 

- 

_ 

+ 071 

4-4 787 

3rd year 

66 

7 

5 

2 323 

- 

- 

54 


+ 035 1 

_ 

- 

4- 144 

4-7 289 

4tb year 

84 

7 

_ 

- 

- 

- 

47 

+2 323 ^ 

“ 1 

- 

- 

4- 219 

4-7 508 

8th year 

47 

7 

; - 

- 

_ 1 

1 _ 

40 

- 

- 

6 

- 067 

4- 225 

4-7 666 

6tli year 

40 

7 


- 1 

7 

3 685 

40 

-3 680 

— 055 

- 

- 135 

4- 230 

4-4 021 

7th year 

40 

8 



8 

4 211 

1 

STA 

40 

.TEME 

-4 211 

NT B : 

- 063 

! 


- 135 

4- 121 
Bed! 
(see foo 
Nei loa 

-0 267 
ict 0 067 
tnote t) 
t - m 

let year 

90 

7 

5 

2 323 

~ 

- 

78 

+2 323 ■ 

4- 035 

— 

- 


4-2 358 

Snd year 

78 

7 

5 

2 323 

- 

- 

66 

+3 323 

•h 035 

- 


+ 071 

4-4 787 

3rd year 

66 

7 

5 

2 323 


- 

84 

4-2 323 

+ 035 

- 

- 

-f 144 

4-7 289 

4th year 

54 

7 

“ 

- 

- 


47 

- 

- 


- 

+ 219 

-k7 508 

5tb year 

47 

7 

- 


— 

— 

40 

- 

- 

6 

- 067 

•f 225 

4-7 666 

6th year 

40 

7 

- 

- 

- 

— 

33 

- 

- 

7 

- 214 

4- 230 

4-7 682 

7th year 

33 

7 

“ 

- 

7 

3 685 

33 

-3 685 

- 055 

- 

- 293 

4- 230 

4-3 879 

8th year 

33 




8 

4 211 

33 

-4 211 

- 063 


— 293 

4- 116 
Dedn 
(see fo< 
Ktt 1 

—0 572 
ct 0 259 
itnotet) 
Wi - 313 


• One rnpee contain* *iaudarcl oonces of Bilyer^— 


(0 Vnloe at SOI per standard ounce = £0 W645 (u) Valae at 34 i per standard ounce = £0 05264 
t If tlier© were no sale* or purchases of silrer and absorption proceeded at the same rat^ i, 

statements above the exchange of sterling secnnties for gold in order to maintain a 40 nay nani- m the 

have taken pUce m Statement A in the 7th jenr to the extent ot Ra 6 crorea of anA of 
7th and 8th yeara when Rs 5 crores and Rs 8 crores, respectively, of gold would hT^reJinired’'^ ^tement B in the 
which this would involve, calculated as m the table above, amounts to £67 000 in loss of interest 

£56,000 in the 7th year and £203000 m theStb yenrin Statement B The sum of i" Statement A. and 

deducted from the loss in Statement A, leaving a net Ims of £»00000 and the sum f therefore be 

Statement B learn g a net loss of £313000 ‘ *■‘5^.000 ii-om the loss m 
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(C.) 


statement showing the Monthly Balances and Interest Eeceipts for the Home 
Treasury for the years 1912-3 and 1913-4 and 1921-2 onwards. 


Date 


Total • Interest during 
balance the year. 


Date 


Total Interest during 

balance the year 


1912 
:tOth April 
aist May 
30th June 
31st July 
Slst Aug 
30th Sept 
3l8t Oct 
30th Nov 
3l8t Dec 

1913 
Slst Jaiu 
28th Feb 
Slst 


£ 

16 351,547 
18 962,965 
16,199,061 
13,146,764 
13 373,198 
13,699.223 
9,117 207 
7,574 043 
9,698,384 

7,993,402 
9 173.348 
8,783,970 


1912-3 £372,171 


1933 
SOtli April 
Slst May 
SOtli Jane 
31st Jnly 
diet Ang 
30th Sept 
Slst Oct 
30th Nov. 
31st Dec 
1924 
Slst Jan 
29(h Feb 
I Slst Mar 


£ 

7,110,908 
7,036,570 
11,904,792 
14.358,835 
20,827,118 
22.897.145 
26,449,421 
26,061,603 
20 623,356 

12,052 585 
11,366 646 

10,671,310 1923-4 £367,385 


30th April 
31st May 
30th June 
31st July 
Slst Ang 
30th Sept 
Slat Oct 
SOth Nov 
Slat Dec 
1914 
Slst Jan 
281 h Feb 
Slat Mar 


8.665.454 

10,145,978 

10,529,034 

7,520.316 

7,131,708 


SOtli April 
.31st Slay 
30lh June 
3lst Jnly 
Slat Ang 
30th Sept 
SUt Oct 
SOth Nov 
Jl»t Dec 
1925 
Slst Jon 
28th Feb 
Slot Mar 


0,480.196 
8,998.521 
4,493,475 
4,880,120 

4,833,388 
7,123,843 
8.132,770 1913-4 £205,690 


12,507,225 

10,901,228 

11,420,770 

11.079.952 

10,372,111 

15,390.009 

21.838.130 

19,415,101 

22.425,456 

15,646,9.59 

14,834,163 

13,315,399 1924-5 £461,185 


1921 
SOth April 
Slat May 
80th .Tune 
31st July 
Slst Ang 
SOth Sept 
dlst Oct 
SOth Nov 
Slst Dec 


31*t Jau 
28lh Feb. 
31st Mar 


6,582,207 

9,524,452 

10,046,163 

7,872,344 

6,170,590 

5,285,766 

2,012,933 

3,600,978 

3,748,976 

2,406,841 

2,600.141 

9,052,175 


1921-2 


£228,341 


SOth Apnl 
Slst May 
30tb June 
8Ut July 
Slst .4.ng 
30tb Sept 
Slst Oct. 
SOth Nov 
Slst Dec 
1926 
Slst Jan 
28th Feb 
Slst Jlar 


10.352081 
8,705,957 
12,081*240 
9,025 603 
10, 867.404 
17,911,954 
16,089,531 
15.653,787 
15,754,183 

16,230,001 

17,281,489 to 28 2 26 £410,453 
16,195,813 1925-0 (forecast) 

£461,962 


30th Apnl 
Slst May 
SOth June 
Slat^oly 
.31st Aug 
SOth Sept 
3lst Oct 
30th Nov 
Olst Dee 
1923 
Slst Jan. 
2Sth Feb 
.31st Mar 


7.533,757 
6,247.463 
5,844.030 
9,473 984 
10..306,807 
10,771,142 
7,693.386 
11.061,648 
12,904,644 


13.445 508 
13,593,487 

9.895,333 1922-3 £153,152 
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Statement sbowusg the Estimated and Aetnal Home Charges and tl 
‘ them dorm? the lour years 1021 22 to 1924 £ 

1921 22 


> method of financing 








Ra Im • . 

Irnjnt n, ic Works 
NowCsp sUtDrlh 
RomhsTDeTelopmrnl Nchoa r 
In liAO Pott* *nd Toleinaplis 
D I'lUtnicnt 

PqW c Works Drpnrtn ont 


II 1g»t 

L 

2" Ml afO 

uasesoo 
as 400 
^ oo 
WllOO 


Delt ( ttcIadiBo debt of Ralwnr 
Cob ) — Not roce pis 
Tnasfm tl roagt Paper Currencr 
B serre 


Dectvste of tnlance 


50OJ000 
8 3o0n00 


ItSOolU 

■•SOI lo[> 


r7i+4i6~ 

leo^ss 


J Soo 100 — 


1 J03S0O 
5 200 


Railwnyt 

IrRiraton &c Works 
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Rambsy OrToIopmcat Sri ri 
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•40^6^ 

moo 

•oDOSS 


Tnnafrn Ilrogo) Odd Stnadsnl 
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Mmllanmiu Tem itsnrs sad 
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Orrfosse of bolsnrs 
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jSiaSOO 
10 500 000 
I" 153 WO 
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igb Pnper Currener 


3 36 4M 
f 6-0 0^ 
• 00l>* 
2 120 "11 

2318 931 

41 77 2o4 
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Csp cal ei]«ad tor* noi el ar^v 1 
to I erenae 

S tl oaery and PriBl ng 
Improtxmcntof PubI c llealll 
Pa Iwars 

Irngston i< Works 
<r Cap Ul Bl 


Ilomi 
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It Srir 
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1018 
»«M -85 
SI-’VSi 
» OOO 


Coaj— Nrt 

Nrt rs^'orrnra from Imperial 

I o -eromeat 

Trenefm tl twiel Paper ContncT 

ItriKrr* 

CoannI 0 He 

birrt ng parrhasn] n In i s 1 

f. l» . "«• " England I 


13.U9 800 
♦ "37 400 
6 845 000 

8"U» looi 


17 U 84o 
8 84- "13 


8 ns "On 
IS loo too 

8000 000 


Irnitm TO Works 
V* Csi isl St Udhl 
Be* bsT IVjrtk^pn r 1 8 


rratiroagi Paper Cnirencr 
•e of Inlanre 


*05 600 
w in* ii7 


11^8,400 

1 
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.Vl>PEifDI\ 76 

Statement® of evidence submitted by Sir James Brunyate, 
KCSI, CIE 

I— Preliminary 

In\e liacl the advantage of seeing the memoranda which have been prepared in. 
Finance Departments of the Oo\erament of India and the India Office and 
numcated as I understand to the Royal Commission 

In the presei t re examination of tho Indian Currency problem the Royal 
mission are confronted uitli a iitiiiiher of new conditions the rehabilitation of 
ing, the do facto stabilisation of the rupee at Is 5d , the balancing of the 
in Budget the reattamment of normahty in siUer prices, and so forth 
lout attempting to distinguish between the relati\e importance of all the new or 
specj illj sigQihcant factors I ma) refer to the follmung as haring doubtless 
sjjcwiady mQtienced the personal opinions expressed beloii — 

(0 Ihe change of attitude among monetary authorities in regard to the 
self sufficiugness of a gold standard and to the methods of operating it 
(iij The lemarkable extent to 'i%hich the note using habit has developed in India 
in recent years 

(ill) The experience gamed of a umlied Impenal Bank for India and the 
resulting extension uf branch business 

3 The proposals of the Indian Finince Department embrace two mam projects 
(1; the estabiishmeut of a gold cturenci and (2) the investment of the Imperial Bank 
with certain important functions of i Central Bank Speaking generally, I think the 
first proposal open to decisiie objection I see advantage's m the second and not 
lea«t the fact that it tends to viithdraw monetarv problems from the political arena 
B It it IS a serious drawback that the onlj institution available for the role of Central 
Bank should be a Dank so definitely commercial in character 

n — Choice ol Standard 

4 In the last few years India has had an interesting and not unsuccessful 
experience of j ‘ free currency There is no doubt lion ever that sho should settle 
dons again upon o gold bas/a But i^he should realise what a gold staodard now 
means a managed currency with the management centred in New York or at tho 
best concerted between the Federal Reserve Board there and the Bank of England in 
London each acting 1 assume in close touch with its respectx\ e Government India 
cannot expect an equal voice in this determination of common policy but she should 
get what he irmg she can I think it important therefore (1) that machinery should 
be established lu London for regidar joint cousuliation between the Governor of the 
Bank of England the I^ndon repre»entative of tho Impenal Bank of India and a 
representative or representatives of the Secretary of Stato in Council and (2) that 
India should hold a considerable stock of gold I luchne towards holding that gold 
in India as the best means m actual practice of securing independence in tho use of 
it But if that IS to be the case the exchange arrangements should be such that it 
may bo freely used [See para 21 fC) below ] 

0 I vv rote above of a * gold basis ' postponing for the moment tho question of 
choice as betw eeii (o) a * gold standard (6) a gold exchange standard 3Qd(c)3 
sterhog exchange standard I hope I mav be excused for duelling on this 
question 

C In tlie Governmert of India memoranda the possession of a gold currency is 
taken as the distinguishing featnre of a gold standard A standard based on gold 
but not accompanied by effective arrangements for tho circulation of gold is treated 
as an 'exchange ctandard The idea that a gold svstomjs not complete unless 
gold 13 the principal circulating currency is no«, I think ratlwr old fashioned 
As regards India in particular vve all held that view some 2o vears ago and 
apparcntlv a considerable bodv of Indian opinion holds it now Ihe hopet then, I 

• Tl s (rlilement wtm preivifpd pror lt> it e reC* pt of Ibo Royal Comm m on s (jne«tioniia re 

t Cf Ind a and tl e Gol 1 ^tandanl S r Hcbq Itoward lv.0 T E. C S I pagv ^ jtsra. 25 (1) , 
ilso page 19 »6 d 
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think ivasth'it the gohi \\ould retiiin fiom circul ition m Hints ot dtpressod tmdt 
nnd so become a source on nhich to lely for the provision o£ sterling remittance 
this expectation vas fiom the first, I suspect, y\xi\, and looking to tlie scheme 
actiiaUj before me I do not see am ivsA probabtlilj tint with 200 crores of notes and 
ISOcroresof rupees m circuhtion, nnd perhaps 150 to 200 crores of bnuk depo-its 
a redundancy of purclnsing power will express itself, to ain helpful extent, m the 
return of the rehtueh inargiml supplj of circuhling gold 

ihe pre wai policj, which passed, I belie\e, about 100 crores rvortli of soiereigns 
into circulation prior to the outbreak of war, w is not it is tnio assisted bj the 
creation of an artificial ^acuum through the forc«l withdrawal of rupce‘« Hut it 
synchrouised with a constantlj increaMUg demand for ciirrencj It did line the 
effect of creating a limited circulation of gold, but there was never, I think, any 
indication of a helpful reflux of gold 

I would submit that a gold curreni-j though it may rcasonablj be cnnsidonil on 
its own merits (see Section III below) should not be looked on as an integral feature 
of a gold standard 


7 Indeed with the use of gold com abandoned in the Lnitcd Kingdom and 
insignificant, I believe, in the United Slates, it is rather a question whether there still 
remains any essential distinction between i “ gold standard ’ and a ‘ gold exchange 
standard ’ I suppose it lies in the ii** of gold as the ultimate medium of international 
adjustments as distinguished from a mere undertaking to provide unlimited external 
credits, a procedure which suggests, and maj, I think, touio in some measure to 
entail, a lelationship of monetary subordination to the centre on which thi foreign 
credits are given It is noteworthy, however, that llie arrangenicnts made by ifis 
Majesty’s Government and the Bank of England for supporting the sterling cxcliango 
include the provision of credits m Ivew kori. and, generally the policy of m imtaming 
exchange by external credits is now, I should say, a fnllv accepted feature of post war 
practice 


8 As regards this point, vrhich is disciiased in para 21 (C) below mv 
condition as regards leverse remiltince is in favour of reliance pnmarilv ’upon 
issues of gold at par As regards inward nmiUance an immenao part must* in 
India’s special circumstances, be ellcctevl by the sale of rupee credits, but cold vvjien 
imported and tendered to Goveriiineiil should he freelv accepted at par* On tins 
basis India would I think, have a gold standard” ns (lirtinginlhed fioin tv 

‘■Lrlmg standari " m the fuUest ami mo«l practical eclsb ot that term 

ns now understood 


1 rUe (picrtion mil atiU aiise, Wreter, for certain purposes, of “ cold " rcrttia 
sterling 1 feel no doubt Uiat tbo atabihsed rupee ot the immediate future 
should be a rupee ^pressed ,u sterling It would bo idio too to assume tbal a mere 
prescript, ou that demands for outward rerailtanco shoidd be granted ,n alternatia e 
lorms of gold ciwiency (do are or ste.lmg) at the option of the applicant woo d 
rn Itself effect anvtlnng But there ,s I tluuk, a point ot stibstaice miohed 
namely, the question uhether the Beserscs should he specially constituted mth a 
ateu to facilitating a turnover from a sterling to a doUa, hasis m the event of 1.^ 
status of sterling becoming at any time insecure For eaamplp (nl l,l“ } 
proportion of go d be held m the Reserves than would he necesLiy } lie ^'5 
sterling were fnllj assured a (b) Should a preport.ou ot the sccSs be 1 I e Ml"' 
secmitiea’ (c) Should ihe stoihng sccuntie-a held be exclusiveh British t ^ 
Bills as long as thi «e continne to he av ill ible’ ^ -Lirnisii ire iMiry 

10 I will deal briefly with these points I am a little inclmprl tn ii i 
eacess of cavuiou to provide debbeiately for a failure ot steihne B„ i ^ 
grounds there is a good case tor a conswlerable gold I.olding and fir '' 

setmities only m the most realisable fonn Thf.dea of bSl L,; 
well IB at first sight rather fantastio, I iit India ,a hi ely to be\^lw™ '“'‘''i"''*'''® 
holder of eichange reserves, and wnUefiom her point of ™,v it mav h® a 
to spread her risl s it might be also of advantage to London T j “^'il'iSeons 
Ktram in the evem of evchange weakness in India sincbi-oiiis,np^^""'i ^ Pfnaihle 
weakness there The arrangement would mean in effect tint exchange 

dollar credits m Lew Tork instcid of relying ^London to “f >■«>- 

1 the occasion for seeking them should ever arise ^ them for her. 
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m— Question ot a Gold Currency 

11 A gold currencj can onij tnamfam itself in India if the persistent demand for 
gold as a commoditj or as a store of value is kept constantly satiated The 
dimensions of that demand are very large and very fluctuating I cannot help 
thinking that this fact alone introduces an element of unevenness and pxecanonsness 
suflitieutlv serious to make gold a rather unsatisfictor} currency medium But 
however that may he I think the great advance which ladn has recently made la 
the use of notes should preclule the idea of so retrognde a step ns the forcible 
introduction of gold The point is fully brought out lu the India Ofhee memoranda 

12 I subscribe to the view that India should not be hampered in obtaining the 
gold she requires She already does this in ample measure through trade channels, 
and should continue to do so 1 would also as the India OfGce memorindi suggest 
accept gold freely when imported allow tenderers the facility of getting gold 
Con\eried into sovereigns and recognise the sovereign as legal tender so that 
holders of gold could hold it to the maximum ad\antage But I would cease to issue 
It except for export Ihis would represent a sharp departure from past practice, 
but it would be facilitated by the long disappearance of gold from actual circulation 
in India I think that the Gotemmeut of India memoranda are right in seeking for 
some clear decision as to the future pbee of gold jn the Indian inonetarj s^’stem 
We should work definitelj touards a gold currency, or definitely adopt as normal 
practice the use of gold evclusitely for supportiug exchange 

The practical objections to the Indian rinanee Departments scheme for 
introducing a gold currency aro fully brought out in the India Office memoranda 
the unreality of the project which will m effect instal a double currency system 
null the inconvenience incidental thereto its cost namely a capital o itia) sufficient 
to build New Delhi several tmies over und an even more than proportionate reieniie 
loss Its exceedingly drastic character for tho policy nhich informs it is surely that of 
' hacking one s way through rather than of tho tentative* statesmanship essential to 
such an enterprise and its coropletelj speculative character m so far ns it ignores 
the real!} grave risk of destroying the note using habit It is perhaps, worth noting 
with leferenco to s ich criticisms as the list that it is not necessary to tho raliditj w 
an objection that the risk which it apprehends should be a demonstrable probability 
A mere chance — tf substantial— that the new policj niHlead to th© replaoemeut of 
the smaller notes by gold would iimko the whole scheme a gamble 

IV —Choice of Rate 

14 I think the rupee should be stabilised at Is CJ the rale already established 
It has been proved bj experience to be consistent in good years with tho retention of 
a \ery large balance of trade in Indias favour [It uiaj be noted here that a helpful 
feature lu India s case is the size and ehsticitj of her demand for tho precio is metals 
which give her an unusual power of accommodation to all ordinary variations in the 
trade balance ns reckoned on private merchandise without seeking the aid of the 
special exchange macluuerj ] The price data tu the two sets of official memoranda 
do not appear to contra mdicUe the rale suggested I speak guardellj on this 
point however because I am not veryconfideut of the value or complete relemuco 
of the data themselves \or agim does there seem to have been such a degree of 
inflation measured in terms of circulating currencj and bank deposits as si ouiii 
make the present rale unsuitable Ihe availallo material on this point will perhaps 
be of interest though precarious as regards the calculation of the rupee circulation 
aud incomplete m taking the Imperial Bank tho Exchange Banks and tho Joint 
Stock Banks us the sole representatives ol tho countrv s credit niachincrj 

15 Between 1914 and 192o the circulation of rupees and notes lias increase 1 from 
rouiullj J40 to 100 crorts The deposits! ot the banks above-mentioned rose from 

• If » gold currency had to be lutrodnced t la » quest on whcll er ll « could cot be done w t1 
nsV and npheoTal and nUo le<yi co'it, I j I »«mt nwog rupee co naijo and mu notcn and gold unt I 
I ormal wiwtage and tl e tia igcTCRnle demau 1 foe cumrncj I ad rtnlaced tf e exUnt rupee* to a 

quant ty only aaffie ng for ereryoay rclo I reqa mnentj Sach a laelhoil irould adni 1 of 1) e »lep» taken 
be np retraced if tl e exper ment broke do*m 

t But mth a deduct on of one tb rd from tt e pnrate lepo* t* ©f tl o Pfe« imcy Banka {now Impcrul 
Bank) to allow as well as may be for tl • fact tbst tl ey hoi I part of tbc balance* of other tanks The 
Covemment depoa ts are of nnirae not taken 
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SO prnrpq it the end of 1913 to lust over 160 ciores at the end of 1933, the 
latest tear for irhich I have particulars The slender gold cunenoj ol the pre var 
period has disappealed Irom eirenhition Ihese hguies mn fairly parallel to those 
& the United Kingdom, where f <1 of notes per head are non said to be m nse as 
compared with £1 of notes and gold per head before the war, and the “/oon 

English Joint Stock Banks have risen from just over £000 millions to abont £1,800 
millions Each statistics, of course, will never settle whether exchange should be 
6xed at this precise figure or that But they mat lairly bo taken as enggeslmg that 
the present position is probably not fundamentally unsound They help to transfer 
the burden of proof 


16 I ha\e seen it objected that a 1« 6d rate has not yet been tested bv an 
nafavourable monsoon This difficulty would ha%e been no less whatever de facto 
established rate had emerged from the cuiTcncv convulsions of the post war period 
In this respect the responsibility lying upon the Kojal Commission m recommending 
any named rate is far less onerous than that which the Fowler Committee faced m 
1899 If the objection really means that alter experience of a senes of bwsj trade 
j ears followed by a deficient monsoon .rad slack trade a compromise rate, as it were, 
could be selected as fairly well adapted to good and bad years alike it is, I think, 
wrongly conceived Any rate established o\er a period of normal jeara must tend to 
break down m had years unless sustained bj the exchange ra icliinery 


V.—Reverse Remittance and the support oi Exchange 
fa) General Considerations 

17 Ihe India Office memoianda bring out the fact that the accepted prewar 
policj of supportme exchange ‘ vvitb all aiailable resources ” was fundamentally 
qualified The sterling offered was not freely issued it was doled out id “ stated 
amounts weekly ’ Thus in 1920 a dispaiity was set up between the rate for reverses 
and the effective market rate of exchange This limitation of offers of sterling was 
quite deliberate, and such a dispanty might well arise even m a less abnormal 
crisis 


18 Uuderafullj operatiie gold t-tandard no such hrmtation is recognised In 
principle gold is freely issued foi export But (1) the issuing country relies on the 
discount ixte to correct an excessive outflow (2) It is also the tendency of modern 
practice to employ the discount policy to regulate credit and prices antecedendu and 
thus limit the function of gold to marginal purposes (3) The financnl public 
accepts the necessary deflation (4) They understand too that the maintenance of 
os xint- aiD ob}jlgat.'fu} , nr ihst, is the stdl unsettferf 

conditions temporary departures from the stiict docinne of a gold standard mav 
fiom time to time be found nece8««iry (cf the"embaigo’ on foreign loans) ^ 


19 Speaking broadly, the first safeginrd has as yet but limited scope for 
appbcation in India in a penod of exebaoge weakness The policy of 1 2) is not I 
suppose, apphtablp at all, thougli one may refer, perhaps, m this connection to the 
valuable practice now introduced of issuing* seasonal currency” on the security of 
trade bills As regards (3) the Indian mon^ markets are, I think, disposed to^ Iip 
somewhat specially intolerant of deflation, and it is this intolerance I think lath ^ 
than anj shortage of gold and sterling Te<;enes. which may set a limit to the po^.h.l.Hv 
of supporting exchange through a cijsis of special seieriti As regards r 4 t nrm.n t 
think there is a disposition to expect more from the Government m Indm tW 
controlling authority can, as vet wisely undertake as an absolute oblmatinn 
same plane, let us say, as a Government’s obligations to its debt-holdprli Tk® 
ransideration bj itself, I think, suggests a strong objection to the lefA,,*, 
Government of undivided respousibibly for exchange ulion by 


0 I deduce that Indian conditions are somewhat specially adversp tn ikv, 
and smooth working of a gold standard syoteni, and that the great 
get on to lines of development which will eientiially better thosp 
Meanwhile, failing more delicate methods of internal adjustment 
may perhaps be sustained hj sheer weight of reserves, the machine ^vIfl 

work roughly and to cause the maximum of external disturbance 
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(&) Suggestions 

21 T pass on to the particular ttuggestioos which I would submit for the 
conaideratiOQ of the Rojal Commission — 

(A) Any gold or gold exchange sjstem must be based on the two principles of— 

(a) unlimited acceptance o! imported ^Id at par (or unlimited issues of rupee 

credits at upper gold point) , 

(b) unlimited issues of gold foi export at par (or unlimited issues of sterling 
credits at lower gold point) 

I would adopt these principles m the Indian system, discarding the “ dole ” 
system hitherto in vogue for rcierse remittance 

By “unlimited issues of gold 'I mean unlimited m principle, but not exempt 
from such restraint as a Central Bml. with high prestige may informally impose in 
the general interest I would albo recognise the “ ear marking ’ of Indian gold for 
London when it is thought desirable and is found possible to arrange it 

(B) I u onld band over the note issue and exchange machinery, With their reserves, 
to the Imperial Bank for adramistralion, subject to suitable arr'ingements for the 
.issociation with the Impenal Bank m tuat duty of (1) the Govemmeut of India m 
Indn, and <.2) the Secretary of State in Council m London (see, however, para 
belou) 

(C) I would rely for the support of exchange on gold issues for export rather thin 
on the grant of sterling credits 

liiis, I presume, must be intended ultimatel> under Sir B Blackett’s scheme, and 
tnough I cannot think the change will bo very welcome to Indian trad® there is I 
think, much to be said for it 

It is the actual practice under other gold systems which India is anxious to 
emulate It offers some impediment, I take it, to the abuse and exploitation of 
remittance facilities, and it eupplits a real function for gold held m India 

The privilege of unlimited credits m external money centres is a very generous 
facilitj , and I am not sure that it has been both conceded in theory and unreseriedlj 
apphed and tried out in practice elsewhere I have suggested alreidy (paru 7 above) 
that it may give nse to a relatiouship akm to subordination to the moue> centre on 
which the credits are given I suggest, too, fot consideration that in so far as 
Government and the Central Bank undertake the supply of unlimited credits thej 
tend to hinder ordinarj banking development just as the supply of gold from huge 
central reserves necessanl^ readers sujnerliuous aiyr bankinjr effort to draw^Id iroxo 
circulation 

It would seem also that a correctly operating system for remedying exchange 
weakness should not only be deflationary in its local effect but inflationary in its 
external effect This requirement is not met by the issue of credits It would be 
met b> the export of gold except in so far as if mai be the policj of the receiving 
coimtnes to regulate the expansion of credit independently of the state of their gold 
holdings 

(D) A policy of free issue of gold for export, or of unlimited sterling credits, 
demands considerable strength m gold and the highest degree of liquiditj in other 
reserves (see paras 9 and 10 above) and the reserves should be constituted 
accordinglv Such a policy is not, I think consistent with a Bimultaneous effort, 
impli mg great dissipation of resources to establish a gold currency 

(E) In some way — and I can see no better way than a pronouncement of this 

Commission, for the matter cannot be codified — the need during periods of exchange 
crisis for a considered policy of deflation requires to be emphasised The normal 
conventions on the subject should be, os it seems to me, (i) that all gold export (or 
speci il sterling credit) transaction® should be passed through the Paper Currency 
Resen e , (ii) that accretions to the Impenal Bank’s balances (\ la “ public deposits ’ ) 
through the discontinuance of the Secretary of State’s drawings, should not be made 
the basis of an enlargement of credit , (m) that credit generally should be restricted, 
and the Bank rate employed for tins purpose os far as may be “ Policv ’ would he 
in determining whether and how far these conventions should be departed from with 
reference to the circumstances of a particular occasion This it may be said, is what 
the Bank would do anyhow But the matter is of great moment and calls for some 
formal! tj . 
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(Ii Such a deflationary policy niiRht well be fortified at niu rate m a tep 
nrolonced period of depresaion by the sale in India ns bullion of the redundant 
rupees^which return m periods of slack trade ibis would lend to curtail purchasing 
pow er in strata not readily reached by banking inlliionces 


VI —Inward Remittance and the Secretary of State’s Drawings 

22 \s I do not advocate the transfer of silver puicbascs for rupee coinage lo- 
India and the Secretarj of States onbnnrj drawings can obMousl^ bo most 
conveniently met bv bills of some kind 1 contemplate that mu ard remittance would not 
be effected b} gold raovenientB except so fai an ini>.ht be necc^arj from time to timo 
to bring the Indian gold holding up to the accepted stand ird strcngtli As regards 
thebulkofmwaidreirittance therefore the choice of metlio 1 w ill imdcrnn proposals, 
lie between (a) sale of i ills bj open tender m London (fc) piircha=o of sterling b> 
open tender in India or (c) puichase of Btcrliiig in India bj the Imperial Bank on the 
lines recently followed 

Whatever method is adopted there would naturally be under a corrcctij operating 
system (a) a standing and unlimited undertaking to accept gold in India at par ami 
(h) at times when it was desired that gold slioiihl not be imported and tendered to 
Government an unlimited undertaking to mvc Indian currenev at upper gold point 
in exchange for sterling in London 

23 ihe present method of remitting [(c) above] has worked well m the special 
circumstauces m which it was intro luced and in the circumst inces also abnormal 
of the present time and has I tbink, proved itself a valiiablo innovation I see 
nothing unmistakeably wrong m piinciple though somelhing to question m practice, 
in the view that the Secietary of State as a remitter on his own account should bo 
free to opente on either side and as and when he judges 1>cst No one m England, 
for example expects the Bank of England to inform the worldfromday to day as tolho 
progress it is making with preparations for remiUing American debt But it would 
be wrong and luappropnalo to employ the secret method of purchasing sterling as the 
procedure by which to implemeut a general undertaking to supply unlimited rupee 
ciirrency at upper gold point Tlic parallel to that would be the concealment of the 
inward movements of gold m this country Ihese two objectives of remittance 
le (ij the provision of the Secretary of States requirements and (ii) the niamtenaneo 
of exchange at or withiii upper gold point so largely overlap that there will bo sen 
little real scope I think, for the cmplojmcnt of present methods, when more normal 
currencj conditions have been re established as the outcome of the Roval Comniissiou s 
present labouis imallj, there is great practical force iti the view that the Secrclarv 
of State IS too dominating a factor m the restricted monet try world of ludia to 

the full liberties and privacy of a private remitter I would not complcteh dicallow 
the present system but I think its chief usefuhiess will he at times w hen a period of 
exchange weakness is giving place to one of returning strength At such transition-il 
points It offers I think iht best ond a quite legitimate means of feeling the pulse of 
the market AAbeu so used I think it shoild bo accompanied by, sny the w kl 
dibclosuro of th»» 'imounts and ntea negotiate 1 ' ^ <-'eKJy 


vn.— Transfer of Central Banking Fonebons to ths Impenal Bank 

24 Theexpressionofmjviewsinpara 21(B)i38uhjecttoproi)crcon5i,1^.r^*.^., t 

the objection that the Imperial Bank is disqualified from eiLTcminfr ♦!,« r of 

a Central Bank by its co^ercial chaiacteV exercising the fimuions of 

This objection (1) may be final and decisive , or (2) it can possible- 1 .« . i 

appropriate safeguards or restrictions ^ bj 

As to (1) I have not the expert knowledge to estimate the weichl to i. , 

to this objection SimiHiIy as regards (2) I cannot in any tec^mr-a? attached 
safeguards But I think that on this and other grounds there are 0=1 
suggested good reasons for associating the Governmental authonfipo already 

India with the Bank m the determination of high monetarv policv ti® ^ ^ 
cannot div eat themselves of ultimate responsibility for In.ln’o ' ernment 

specificalb for great sums of public money made over to the control^* r ^ or, 
institution The choice lies I llmik between the creation of a 
•which might be premature now though probablv an ultimnt= f ml fioc 
close association between Government and the oulv avaihlTu ir'^®‘Or>nient, and a 

a avaiiibie alternatuo-the only 



ATPENDtt 76 O03 

iDstitHtioii too uhlch can sj atematicnHi ndtlre-^ itself tc the esteusion of sound 
l)nnl 111 " tlirou"ljo it India 

My inclination is to postpone the true Central Bank for the present and try with, 
any safc"uards which export advice may suggest, \ hat is possible on the lines of the 
Indian proposals 

VUL— Conclosion 

2o In these obsenations w hich I respectfully sabiuit for the Royal Commission a 
consideration I have felt and still feel perplexity on certain points (the gold export 
question and the banking question) But I think there can be little doubt as to the 
mam aims to be associated uith the imincduite task of putting India s currency 
system on a gold basis The latter object can bo eOiciently aclnesed by a gold 
standard (uith or without a gold currency) or as Sir Basil Blackett has shown in 
his Minute with a gold exchange slandai^ B it (1) a sound standard to day 
postulates banking control and a widely extended and closely inter related banking 
system and we have to try to foster that and (2) there is as it seems to me a 
tendency for the monetary world to group itself with the Cuited States of America 
and the United Kingdom acting id concert ns the doninant group while later 
convalescents from exchange troubles fall into a statis of something approaching 
mouetarr tutelige ft is peihaps some mstioctire perception of this which lies 
behin I the demand for a gold cuiren y I think that any new currency scheme 
for India should conscio isly aim at eecuruig to her the maximum degree of monetary 
indepen Icuce 
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Supplomentary Note by Sir James Brunyate, in reply to questions of 
Sir Purshotamdas Thakurdas on the subject of Government 
Remittances 

I — Qofstioss Br Siu Ptp«aoTAUD\s TnAKrpov's 

1 A witness before the Uoyal Commission has said There are strong objections 
to attempting to tie up the Secretary of State by an adiance monthly programme or 
anything of the kind Do you agree w ith this ’ 

2 It has also been said that the action to be taken m regard to remittance of 
Government balances from India to England cannot be forecast with any accuracr 
for any length of tirao ahead Does your eipenen -e at the India Office u arrant 
your agreement uith this? 

3 What inconvenience if any would be canned to the Secretary of State n his 
requirements foi steiling in Lon Ion were supplied m accordance with hia obbgations 
thus obviating the necessity for keep ng such large balances in England as are 
referred to in the Report of the Controller of the Currency for the year 1924 o viz 
minim im balance £10 403 5Go maximum i'’2 718 629 average £15 120 145 the 
annual requirements of the Secretary of State being in the neighbourhood of 
£">0 000 000’ 

IT — Note b\ Sie Jvues Bruxtate 

I The Chairman asked me to s ibn-it a note on theae questions and reraarke 1 fl 
write from inemorv) that thev ojiened up far reaching issues That is indeed the 
case though T have endeavoured to leep awav from the remoter aspects of the 
remittance problem as much as possible 

I have ass iroed for the purposes of the note that a true Central Bank is 
established holding the Treasury balanceis in India and London tiansacting the 
remittance bus ness of Government and managing the paper currency leserve I 
assume also that gold is ca ised to 1 o sent to India (by the discontinuance of co incils 
aa I sterling p irc^ses) for tender to Government to that extent only which may bo 
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jeqtiired under some iiKkpendentl> occtptttl policj on ilio question of llio gold 
holding (c f. pnrn 22 of mj written slatcnient; 

1 propose to refer tliroiiglioul to tlio “ Indian Adminislntion (i e Secretary of 
State m Council plus Government of India) nither tlnn to ihoSecrttnrv of State in 
Council except uheie it is neccssarj to particuhriso the latter 'llie remittance 
question is in essence one uhich an} unitara tio\crnmciit would ln\c to face whoso 
tinancial commitinciits nnihiionttary sjstciuboth required the proMSion of fiimU on 
a large scale in an external inone} centre 

2 Question 1 1 am not told tho context in mIiicIi the statement cued in tins 

question A\as made I issiimo that it had rchrcnco to tin* Imlian riimnce 
Department’s enumeration® of * principles” lij which ” the demands of Oo^e^^mcnt 
on tho Bank would bo regnhfed and ospeciaU> to the principle ntlicr taaalierlj 
stated that the *' India OHico would ha\elogi\c lh« Bank “a ilefinito demand for 
each mouth made somn tunc heforo tho heginningof ilie month, ihe amount of which 
the India OfTice would not be able to alter without the consent of the Bank ’ 

I igiee with the witness if he meant, as I t ike him to ha\c meant that the idea of 
the Indian Adiimustiation pledging Usclf to its hankers to he bnmul final!} h} a 
forecast of its reqmrcmcuta is iindmKsihlo I suggest lint the true priniiple is that 
the relations between the Adiminstratioii lud the tcnlnl Bank in this nnttcr will In 
those of depositor and hanker fltcse relations iiicludo m principle the n‘'ht of the 
depositor («) to get liis inonea when ho wants itnnd (A) to use it to his. Iic.^mlv uiLagc 
while he docs not want It the term ‘IhsI advamagt in tins case meamiigof coiirsi 
the best ad\antago of ludia Oi nlicrnaticch I would Ba\ that for this j)iirt)o«o the 
relations between the fndnn Adiuimstntioii nml the < entral Bank hIiouM (miifn/iB 
miitundf«)bo those subsisting between Hu Majestc s Go^e^nmcnt ami thoBuikof 
England 


3 Passing from piinciplos to practic . there is no doubt, of course that tho 
Administration, realising tliat it is an Mncomfortnhh powerful cnstoiner ami hemu 
ns closel} interested in the proper funtliomng of the Bank ns the Bank itself will 
g»o Hie Bull, ell tlie n^swaiicc it cii mul slion .1 m till times ll,r liiil.est 
consiflcrntiou m dealing With difilculties mhercnl m iho mann^tment of lu nr.r«.,n» 
TteBenkoit He eitlc will I tliml Miliso ,ln. to I, el, I 

where tlioj ire wneted ie<l to Into them etnihblo tihco tlio, nrc iisnted ,a t, pr nnrt 
obliptiott ond will not ho fii setrag itso t to ciit mettem so fine tlmt it must W Inok 
on tho plei tlmt n forec-ist of some wicks buck is not being tulfillcd As,, 
lie might to do, 1 correct otlitmlc on both tides ] llmikil is n bttlo idir, in ? 

gctfo'iiork ^ ikmeeli^iibcn the" 


4 Qm,tw,i 2 11,0 " rcnnltanco of Government bahiiees from Indm to r„ghn,l • 

IS tlio eomilerpnrt mid consoqnener of tbotmd., dunmul tor rinnttnnco from I „2h,' , 
tolndn The Indnn Adimnistntion docs not sni " We tiro short of 
or wo have excess funds pilmg up ,n India . let us sell councils (or b. j^stc hn^ 'rd 
remit tho surplus >\hat itsaj- lu effect is “Iherc is a 1 een tradeX ,?^' w 
remittance to India just now , wo must meet it, or trade wdl li,v I,-.,. ^ 

altcinatively for it <lepend9 on the etanilpoint f * Hie trade dcniuul 
a good time for getting some of our funds sent home ' ) ' 

Thus the difTicultj of forecasting the dates and amounts of ITn.n« * . 

not eoldy a difiicnlty arismg Iiom iinccrtaintj ns to tho pace and nn 
Administration 8 outgoings m London or ite mcoiniugs and onlcoTiL 'i" , 
ako the dilhculty of forecasting the volnmo of tho trade demand fn? r^l! ‘ 
tho periods at which it will come forward in strength ^mittanco and 

Ms, 

— ..,.,.011, ^1 I, « iHtoington Smith Committ«« |ai« <31 W„ 

Commsaoninlotding tlmt councldrntts are Bold uot for t!» c„ vemlrF'f*" » Clmmkrlau, 
»..d«d ,s Lo, do,, to moot Uo ,„pm,nuto ot tl, o,* ‘'sto lot t„ , „ „ " 

■ do.t .. 0.0 of 0 . (1 1 , „ 1 . , ,d „1 , u ,5,d n 3, ■ W .U ,„ tu 

„o, t„,„ . . “17, H" r«>. U„ folio 


• Mr Denning 8 Memorauluin t 
Bank of Ind a para 1C 

+ See Report of tl o llabingtoi 


auUmUrtl.H wlpn n, Leread) I do not tlimW 'n Ho 

«u smbo to tl ia wl en now ci visagiDi, faturecoiditions It these t«n nlv.o-,. *■* r'”*s bio fallv 

India IS identical with the A dnim ati-atiou s need lor foi Ib m I o “dl,,*'"""'"' ""4» f« "'.'“m 
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The fiist js great ^ aiul tlie second is insuperable It demauds, not the 

-statistician’s gift of estimating, but tint of prophec\ 

0 Quatton i The bystem of fiimnciitg the Home Treasiiiy must not only provide 
for meeting obligations at due date, but be consibteut with the use of surplus funds 
(wherever located) to the best advintage, and in particnlar with due regard to soand 
mooetarj conditions 

0 T hare just said that the amount of remittance to London is the coimteipart of, 
and dependent on, the demand for trade remittance to India The sums remitted to 
London by the satisfaction of this demand are assigned, in the firet instance, towards 
providing the immediate requirements of the Home ITeasury so far as the 
Administration’s Ireasury balances m India have sufficient surplus for meeting 
them If the surplus is not sufficient the Administration will have to borrow in 
sterling If it is more than enough further receipts m England are credited to the 
Administration’s ilmne Treasury account When the whole surplus of Treasury 
balances m India has thus been diawn off anj further trade demand for remittance 
can onl) be satisfied bj the crediting of receipts for bills to the paper currency 
xeserao in London and the disbuisement of currency to the p iv ees from the paper 
currency ieser\e m India Thus the total credited to the Treasurv balances m 
London, plus the amount credited to the paper curipucj leseive in Loudon, is 
equualent to the total trade dtniand| wbate\er that ma> be If Indian Treasury 
funds are low less will go to the Home Treasury and more to the Home biauch of the 
paper currency reserve If Indian Treasury funds are ample more will go to the 
Home Treasiny and less to the Home branch paper currency reserve A case 
conducing designedly to the latter result is where, as m recent ye irs, the 
Administration effects all its borrowing m India, including provision foi a large 
part of the Homo requirements on capital account Anoilier ca«e is when levenue 
and other receipts exceed and expenditure falls below anticipation 

7 Primarily then, and dealing for the moment with the I ondon side onlj, the 
policy to which thcbe questions tend, of stnngentlv keeping down the Treasary 
balances m London to a real minimum, would only enhance the amounts requiring to 
be credited to the paper curiency reserve m London In either case the sums in 
question would probably bo invested in British Treasurv bills, and, so fai as the 
Loudon side of the matter is concerned, the policy would apparently be nugatoij 

8 I turn next to the Indian side If an unintended suiplua of Government 
balances accrues in India the Central Bank may adopt one of three alternatives — 

(a) Keep the unintended surplus luert, i e refrain from making it a basis for 
the creation of credit , 

(!>} Ilelease it, aS it u ere, to trade by granting credit on (he strength of it , 

(c) Relea'-e it to trade by meeting council drafts or purchasing sterling from 
this source instead of from the paper currency reserve in India 

Alternative (o) would not oidinarily, 1 think, be the coriect course The 
unexpected yield of taxation and borrowing or economy of expenditure which has 
produced the nnmtended sui-plus balance is equivalent to arbitrary deflation and 
normally needs to be corrected by the release of the fniitls thus drawn into the 

• The nncertninty Bamraniling the foi-ecestinp of Ways wnd Means is well brougl t out in para 27 of 
Sir Basil Blaohett s speech jnti'oducing the Budget for 1926 7 — I em inclined to think that the 
phraseology conaecrate 1 by long usage lo Indiau I adget speed es which refere to the W ays and Bleans 
portion oF t) e statements as i VTaj s and Means Budget ’ la eomewliat misleading m that it may tend t ) 
•give the public the impression that the figures and estimates m the Ways and Means portion of the 
bnd<»et make a claim lo comparative exactness not inferior to that in ide by the figores of our revenue and 
expenditure estimates Onr Ways and Means budget JS intended to be and necessarily must be lUustratire 
rather than exact The Ways and Means figures bnrg together tl e net rasulta of operations of veiy 
varying chsracter all over India and Burma an I in Ziondou 7b a Isi^ extent these o] eratious ore eitl er 
DOtnnder the control of the Government of lndi% at all or only very indu-ectly under their control 
In these circiiwistances it is neither possbie nor desirable to attempt to lay down a rigid Wsys and 
Means programme fai in ndv ance The only resnlt of doing so would necessarily be to swell ont balances 
needlei-sly 

1 See first footnote to para 4 

J It would take me too far fi-ora snv purpose disclosed m these quesfiona to discuss the whole question 
of how fir action by tlie Adroinistration an I Central Bank can infiuenee aiid should be directed towai-ds 
indnencmr' the s olnme of the total tra le demand f h remittance but I think that ui every instance the 
-case for such action woall be found to stand or fall on its own merits Ihe case of gold shipments is 
tonched on m para 22 of ray wntten statemei t ttat of lenling surplus balances in India 
remittino' them to London is examine I Hlei in this note as my questioner may perhaj s have 1 ad it 
ui mind 
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central IjanViug bnlances The choice hcl^i-cn Altematixcd (&) and (c) yresent- n 
banking problem The distribution of credit means of ihe reimltancc method 
[alternatue (c)] directs credit 'mtomaticallj into channels of trade wjien it i» 
imdoubtedly Wanted It also pi o lanto effects instead of postponing the adjustment 
of the balance of trade Nonnallj it is I think tho right course liut eTcej tioualli 
peihaps there inaj be conditions of stringency jnstifjmg the creation oi credit ut 
more or kbs independent of the monetar} requirements nhich the imlo of councils 
and sterling purchases directlv satisfy In such ca«eR it might bo right to use higli 
banking balances originating in imdesigncdlj high Goiernmcnt balances for this 
purpose leanug requirements direcllj connected with external trade to hr* financed 
through councils or sterling purchases adjusted through the paper currenej 


y 1 should add peihapa that a Ceutral Ilank in the eacrtvse of Us regulating 
functions, might m practice find boiueuhat wider «copo for the cmploMULDt of 
discretion m mmmg Government funds than the Iimitc I case which I have vtnturcd 
to formulate But such an autliority would ccrtainlj recogDi«L the principles (1) that 
the building up and retention of exccssuo Govcmnicnt Iwlances as a uormal mcaus 
of supplying loanable capital is not sound practice an I (2) that rciuiUancc through 
the paper currency reserve at a time when remittance thruugli Treasurj is 
practicable involves inflation md ultimntelj therefore a correcting deflilion 

10 Finally it maybe added (1) that surplus balances in rngland arc earning 
interest for Government while surplus balances m India arc not and (5) that if 
surplus balances have m fact iccnicd at home there is no iKint m letting that 
interest go to the bonk (which wouhl invest them on its own aciount if tlit Indian 
Admimstration did not) instead of to the revenues of India 


11 My views and conclusions are — 

(1) The maintenance of the Home balances at a minimum is not on end in itself 
and needs neither to be sought oftc' nor deprecated The contron view an os I 
think, from looking at the Home Ireasurj as a mere disbursing ofiice and forgetting 
its place in tho general eachange mechauism of India 

(2) ivormallv, the onlj waj of keeping the Homo Treasurv balances a* a low 

average level is bymaintaiinag aclose correbpondence between estinmcb and actuals 
not as regards the Home transactions onlj oi pnmanl) , but as regards all trniibactions 
revenue or capital Home or Indian which react on the aggregate Gov emincut 1 alanccs* 
Sound estimating IS of course alware an end m itself and to this extent but onlv 
consequentially, low Home balances are desirable ^ 

^1) Cxceptionallv, there may bo reasons as to which a central hank should be a 
safe ^udge and a commercial bank. Iiowever /lulUic sp.'rjJi?4}, /ivpxctt^ 

judge for special steps to I eep Indian balances tcmponnlv at arelativelj high level 
with the coflsepience of keeping Home balances relatively low 

(4) hen surplus balances acciueat homo as the result of discrepancv between 
estimates and actuals it is possible to look on such surplus funds as provision for the 
Administrations prospective requirements (see last sentence of first footnote to para 4) 
But this fact IS not the cause of the surplus funds being sent to London. Ivor i:, such 
antecedent provnsion called for oa its own merits ^ 

(*)) buch surplusage is m es^er ce a teiuporarv balancing rtserv e (aim m function 
to the Home branch of the paper curiencj reserve) set up bj one group of normal 
exchange transactions and liable to be used up (or in other words retranafpm .^1 
In^a)h} another(eg Reverse bilU cf also the transfers and retransfers desenbM 
m the Paper Currency Report for 1924 a page 15) ^ 

12 Applying these results to the question put to me I would summarise 

the points which are essential to an adequate answer — ° “ 

(A) TT 7m« sums are needed bif the Home Treasury ?— The Home expenditurp nf tl,,. 
year including such large and uncertain factors outside the Secretarv 

control, ns the Railway capital expenditure • Stale s 

(B) Mhat sums arc atailable for remittance to the Home dreasum? Ti 

surplus ol tie Treasury iakuses m India, mduding not only tint su4 (a^estTmato 


* Indeed any plea tl at thiB 
" -Ji conise assTinung iLat 


chosen rate Th s assumption could be less safely made m the pre 

■wftsatentat repenod And n recent yews tl ere has of course been 




Ir ma ntaiuabJe at tl e 
normal rate 
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of A above) which is included ic the for remittance, but any further surplus 

which 'iccrues through uuder-eatimation of receipts of anj hmd or over-estimation of 
expenditure of anj kind 

(C) What Sima tcill, in fact, he remitted to the Some Tieaaurii ? — ITie whole 
amount (up to the limit of B) of the quit© incalculable trade demand for remittance 
to India 

W hile therefore, it is clear that no mconiemence « ould be caused to the Secretary 
of State if the provision of funds was kept m exact accord widi the maturing of 
obligations, it does not follow, as the question seems to assume that tlie recurrence 
of largo Home balances could thcrebj be obiiated Tins can only be achieved bj 
exact estimating — Home and Indian— and this exactitude, on the\\a>s and ileaus 
side particularly may often he not eaen roughly obtainable 

I'lnallj.if the total Home remittance (paper emrenm as well as lrea«ury1 is m 
question, no estimate worth the name is possible and no limit can be set 
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Statement of evidence submitted by Mr. A Bowie, General Manager 

of the Allahabad Bank, Ltd. (affiliated to the P. & O. Banking 

Corporation, Ltd ) 

1 I have the honour to submit as an expression of my Mevts from the standpoint 
of indigenous banking, (uj a note on the question of the control of the note issue and 
on what principles should control or management be transferred to tlio Imperial 
Bank of India, aod (6) a note on the questioa of what measures ire desirable to secure 
gieater elasticity in meeting seasonal demands for cnrrecc) I beg the favour of 
your placing these notes before the Members of the Royal Commission on Currency 

2 The control and management of the currencj should be a function of 
Government ami ought not to }jc delegated to an institution howeier powerful, 
owned by and managed pninartlj for the profit of a body of private shareholders 

3 ihe residt of the working of the Imperial Bank Act ha^ been to erect a 
quasi state bank to a position where it is placed above economic competition and has 
left the indigenous banks defenceless against the opcntioua of the state b mk 

4 The clauses of the Act ate framed to give the widest permissive powers to the 
Bank to engage in general banking business ami so that nothing m the Act may bo 
construed as restrictive, it is specificallj stated in the Act that nothing shall be 
deemed to prevent the Bank from allowing anj person who keeps an nccount with 
the Bank to overdraw such account without secunl} to such extent as maj be 
prescribed 

5 Purther, no adihtional measure of securil> is provided b> the terms of the 
Imperial Bank of India Act, 1U20, in regard to the statiitoiy infonnation to he shown 
in the balance sheet Jn fact, the measure of protection to the public in this respect 
IS not equal to that demanded from the banks established under the Indian Companies. 
Act in Form F, viz, to ih'sclose the sccuretl and unsecured advances and, a>. a 
guarantee of tl e independence and impartiahtj of the control of the bank tn show 
tlio sums due bj the directors as principal', and guarantors and ns partncis and 
directors in firms and companies 

C nio privileged position of the Impernl Bank of India binges on the pre-.tigo 
accruing to them as Government bankers which m the ejcs of the public secures to 
them the support of Government in an emergenev This position in itself means an 
actual monetarj advantage lu that, with their credit as Government b inkers the 
Imperial Bank of India ought alnavs. to be able to borron at lower rate than other 
banks 

7 One restriction placed bj the Vet on tbo Bank's functions i» that the Bank 
cannot engage m foreign evchnugo banking business bo that the exchange banks 
working in India are relieved from the uoecouoniiu competition of the Bank 

8 riiero are no obligations under the Act placed on tiie Bank reqiunug it to 
make advancea to other banks against Government or other approved sccunties, 
so It la within the power of the Bank at auv time, arbitrarilv, to refii't banking 
ac-commodaliou 

K 
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toE o Sceiviog tlie dI.oIc of the GoAcmmenl bebiice. free of inlercst, milltoiy 
Sd irgimenhl acfoimls trn»t esteles, niuoieipa .lies milivijs, ports, uniitrsitic, 
schools, security deposits aud a nrious sem public ftimU 

10 The use of interest-free funds free transfer of funds, and the large p-ijmeiits 
It draws for its serNices in comiection with the mamgenient of the Public Debt places 
the Bank m a position, where it meets with competition for hanking business to quote 
rates unprofitable to other hanks Indigenous banking dcaelopn ent ucept within 
the orgam^alion of the Imperial Bank is millified Ihere is abo the danger of banks 
bemf^Wed to seek protits in a cln^sof business which ought to bo outride Uie sphere 
of operations of properlv managed banks Both these conditions arc conducive to a 
weak growth of indigenous banking It is clear that there can Ikj no strength m a 
nation s banking system which depouds for Us development on a slate aided institution 
placed abo\ e competition 

11 The strong competition of the Imperial Bank with indigenous banks is 
generalij a hiiitted In argument U maj he stated that through the operations of 
the Imperial Bank banking rVtes and charges have been lowered with a resulting 
benefit to trade But if Government wished bv conferring special pnvilegCN on n 
selected bank to benefit trade, then in fairness to the c-Ntahlished hanks tlie«c benefits 
should have been made available to trade tlirough all th^ banks with which the public 
had been accustomed to deal 

12 It inav further be argued that banking services arc given by the Imperial 
Bank to the slate m exchange for the beuefits conferred >ct everj bank gives similar 
aemoes to its numerous customers besides fajing interest on customers balances 

13 To add to the enormously valuable benefits and privilege accruing to the 
Bank through the operation of the Imperial Bank Act the right of note issue, wiUi the 
revenne from the securities protecting the fiduciarv issue or with the revenue from a 
direct payment, estimated without competitive teuder, for control and management, 
would have the effect of erecting an unassailable banking monopoly in India. 

14 The control of the note inue in the hands of a skate bank, competing witli 
other hanks for general public patronage and hanking business, would place l^nks m 
a position of dependence to the state bank and there would he the risk of hankers’ 
needs m the matter of the is«ue and exchange of currency notes being made, 
particularly at the up country offices of the Imperial Bank, secondary to the needs of 
the Imperial Bank 8 own non banking cuatomer' 

15 bo definite benefit would accrue to the commimitv through the transfer of the 
control and management of the currency to the Imperial Bank of India So long ns 
proper reserves are laid down bj etatule to ensure convertibility and to ensure that 
the rupee will have a common mouetarj basis with the leading currencies of (he 
world the question of a managed currencj will not arise Theio would be a distinct 
loss to the banking community if Government ceased to control the currency The 
definite guarantee of impartialitj, which the control aud management of the currenev 
by the Government of India prov ides would be lost if the e functions were transferred 
to a state-aided bank that is in active competition with other banks for rrene t 
banking business If it were decided that the note issue should be handed over r 
the Imperial Bank, then the status of the Imperial Bank should le analor-nnc 

of theiianVof EoglADil a otole b™!-. «h,ch Dot cooipste w.tro?hS",u“ t 

banks jn general banking business «-ov.Auusuta 

(a) Mensupes (lesiraljle to Beciire greater elaslicilj m meeting seisomi i 

for currency and nlnl conditions should be prescribed nith remrd To 
issue of currency agamat hnndis v^ara to the 

(b) Greater elasticity in meeting seasonal demands for currenev nn 

m other words as prov i^ion for increasing the amount of 

the busy seasons of the year enable capital at 

10 The currency ought to have no concern with the provision of 
Assuming that an effective gold reserve for the note issue is establ?dii?l ?i ° ® «‘PBal 
currency will increase and decrease with the gold withdrawal rlT° 
the gold reserve Tins will be automatic follovvmg the sSl dl- m 

m India Rupee exchange will move withm the limits of the currency 

points, according 
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to the Oewiod for ropees LoiuabJe capital to finance se-isonal demands will flow 
to or from India through the agency of the gold reserve , the attraction of loanable 
capital to or from India being governed by the comparative profits jielded by the 
Indian or English bank rates 

17 The Imperial Bank rate should be regulated by the demand for monev or, m 
other words bj the supply of loanable banking fund's in India Artificial measures 
for controlling the bank rite sho ild not be resorted to The bank rate ought to be 
the limiting ami regulating agency controUmg credit Easy cred t encourages 
over trading leading m the end to financial crises A high bank rate uhen seasonal 
demands are urgent js salutary It keeps speculation within honndb is a factor in 
preventing goods being held unduly for a rise m price increases the velocity of the 
turnover of banking funds and attracts local money to the monev market Money 15 
available m India if the price is paid for it and there is no more powerful agent for 
bunging hoards into fruitful employment than a good price for money 

18 There ought to be no question of emergency currency until an emergency has 
arisen when if panic conditions eiist the Government can lal e exceptional measuies 
to suspend the Currency Act withm stiici limits and conditions 

19 Regarding the que lion of nhat conditions shouU be prescribed foi the issue 
of currency against himdts I beg to state mv opinion that the currency should not be 
asked to function as a re-discount maikit It la a dangerous principle to admit that 
loanable capital can be manufactured by the issue of currency notes against thedeposit 
of security The supply of loanable capital is a banking f motion If the local money 
market does not suffice to meet seasonal demands then additional supplies of loanable 
capital must be attracted froi \ money markets 01 tside India 
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Statement of evidence submitted by Mr M M 6 Gubbay, C S I , 
C I E , General Manager and Director of the F and O Banking 
Corporation, Ltd , London 

This Note 19 submitted on the assumption that it is permissible to travel beyond 
the particular points covered by the Supplementarv List of Questions and is intended 
to concretise the points on which I should wish to tender myself foi oral exaininatioa 
m addition to points covered by the Sapplementary List 

1 Eio bsscc pnnapAv eta « AfoA efta pftia appears (o ace — 

(1) The responsibility for the 1 oldmg of exchange whatever may he the point at 

which It may be stabilised should not rest as hitherto on ihe authontiRi. 
in Simla and London 

(2) Fluctuations of exchange sho I’d be left to be corrected automatically I y 

the inflow and outflow of gold 

(3) For this purpose as also as an internal circulating currency medium a 

gold LOin should be introduced 

(4) Indian Bank Rate policy will play an important part as a regulator to 

check or stimulate as circumstances may require the movements of gold 
in and out an 1 therefore the credit and exchange policy of Ind a must 
be uDi/ied and be directed by the Imperial Bank 

2 One of the primary issues which emerge from any consideration of the Indian 
ex hange system is the question of the Government participation in its management 

\Iy view as an old otScnl of the Finance Department is that the Government 
authorities themselves w ish to see reduced to a minimum their responsibihty and then 
intervention 

3 A complete change ov er howev er such as la contemplated m ihe plan involv es 
two radical changes in the Indian fioaneial system — 

g ) the reduction of the status of the silver rupee 
) the alteration of the character of the present Government currency notes^ 
into bank notes payable in gold 

4 1 do not consider that the effects of these two measures have had duo weight 
given them m the proposed plan The stages through which the scheme can be 
brought into ultimate uompleto introduction should be considered with reference to 
the practicabibty of these two measures I do not believe that it is possible as y et 
to contemplate either of these two changes angly each would have very far reaching 
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consequences, nnd jomtiy tUej would result la goneni contusion md disturbance of 
the existing maclimery 

*> A gold com m intera-il < ircuhtion mi commonly icceptable is an esbentnl 
prelimimn to the proposed reduction of the status of the silver rupee It will be 
onlj when the iiece»snrj conditions of genenl acceptahihtj of such n com as an 
internal circulating medinm that tbe stage ol demonetising tbe silver rupee could bb 
safely entered upon 

6 I feel very stronglj that the replacement of Government currency notes by a 
banknote whether pajaUe in gold or silver, needs to be considered, not merely with 
reference to its acceptability as such Init alsovwth reference to the different conditions 
under which a hank note will be available for issue So long as the note is that of 
the Government and not of a bank impartiahtv can generally be expected from those 
whose f motion it is to manage it*! isaoe, whether at local points or at the chief 
commercial centres Suggestions have already been made of partiality undei the 
system non obtaining at some inland points on occasions It must be remembere 1 
that noits pHv a most important part in the movement of produce and goods from 
point to point 

A bank which has at its command the supply of notes avadahle at any paiticular 
trading centre is naturally regarded as being likely to offer better service than another 
bank nhioh docs not enjov this privilege ILe utilitj of other banks to the trading 
and general community maj be impaired and their sphere of activities seriously 
curtailed and it may he that there will be som© reaction on the progress which the 
note using haVnt has made among the commvmily as a whole 

7 If the Government responsibility for the convertibihtj of the note is to be 
withdrawn the acceptability of the bank note will need m my view to be secured by 
provisions as to a mstaUve proportion far higher than that proposed m the plan The 
credit of the bank note can hardly rest on a nietallic basis smaller than that which 
past experience has shown to be required m the case of the Government currency note 

8 The ndmissibilitv as fiduciary cover for the note issue whether Government or 
bank nolo of internal trade bills appears to me to be questionable The primary 
objoctivo should be to attract gold into the Indian currencj under whatever system. 
It 13 to be operated whenever Indian moDClarj requirements call for an increase m 
the curreiicv The rediscounting of internal trade bills b) means of an enlargement 
even tern] orary, of the currency will interpose an obstacle to such flow to India 
Further such rediscounting becomes all the more questionable when the trade bills 
to ho odored as cover for the fi lucian is$uo ate bills not Tediscounled with the 
Imperial Hank or with the bank of issue bv other banks but may be bills purchased 
by the Imperial Hank in its character as a bank engaged in general commercial and 
joint stock banking 

9 Similarly, the provision ns to the ndmissibilitv as fiduciary cover for the note 

1 luoo! atcrlms liUs ilnwn in Inilia mil it 11 liccarae opentive, ilso inlcmnsp ..n 
nbstnclp to tlio Uoiv ot gold into India ^ “ 

10 TU rl in laj a upon tlio Imnernl Banl, the oMigation to keep tie Secretarv ot 

Slate supplied with funds to meet the sterling rliarges of Government ^ 

^s the cii<;iodnn of the Governments 1 alaiices and as holdinir hantpr«’ 
tho Imiernl Hank has rospoosibihliea as well ns privileges , the discbarne of ih^T 
functions cannot always be impartialh harmonised with its own interests^-wi ^ t 
engaged m joint stock banking and tommcrcial banking as a branch bank 
bank ol depp.„ „.,.l ,l.e privileges which it nlnmlt possesses secures L .t nSi™t 
posilion riic extension ol its functions k) as to embrace fal thn mnne 
pnncipafs of the note is ue, ami (&) the provision of the sterlin" 

imhan Uovemmem will not only vastiv increase its commitments jtVilI 

the points at which Its mteresti as a private lostitutvon designed to nnkr 

use of shareholders, capital, come into conflict with its duties as nn 

conceived for tho purpose and charged with the duu of reonlatirirf .K-T 

ircditm thogenerd interests and of stimulating under gindanco and 

the development of banking in India Kuiuanco and wise control 

It would appear to be essential to ilefine very clearly and nnulK fl,« i 
which should Iw ob&oned by the 1 aiik in the different cameiftMin. , ® , ^'^'*bons 
squirt 1 to function if roo n is to be made avadaUp for other banV.,.'^ I 
India I rcftrablv, these diflerent functions should be differenh-.^ 
di«clnrgi« lufi to be effected not bv one single inslitutioo but bv <if.n . ’ their 
or agencicji. ‘ separate institutions 
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Statement of evidence submitted by Dr. T. E. Gregory, D Sc. (Econ ) 
Lond , Professor of Currency and Banking in the University of 
London. 

rite rupee sltotild be stabilised and the gold standatd adopted 

1 I be]je%e that the time Ins now armed nlien the stilnhsatzou of the rttpco 
can be 8 ifely undertaken Vt the tune of the Habington SmiiU Commission, it was 
not held tint the pnctical abolition of the gold btaudard in Europe stood in the 
uaj of flung a parity nith gold and the ease against i contmu mce of a fluctmtiQ" 
exchange n much greater now, when the greater part of the world has again 
stabilised the external \ahie of the various rurrencies employed 

The time has ilso armed in in^ opinion nhea India should adopt the gold 
standard and not merely the gold exchange standard I base ra> opinion upon the 
well known fact tint Indian public opinion has long demanded such a step, upon the 
oonMdention further that the failure of the experiment of 1920 has discredited tbp 
ciirrenc) policy of the Indian Goxeruinent, lastly, upon the feeling tint the wider 
the area in which gold stnes as a standard and the principal com, the less the danger 
of a further fall m the value t f the metal 

7he rupee slioxdd he stabdised nt the latc of 1* Gd. 

2 I attach no iraponance to the suggestion that the transition to the gold 
standard would involve a smaller demand for gold if a rate lower than the existing 
rate were adopted as the basis Tins \ leu seems founded on tlie erroneous idea that 
tho total \oluine of the currencj in India would be the same whether the parity 
were Is Cd or le 4d, or even a lower figure If a rate lowei than Is hd were 
chosen the aolumc of luonej m India would have to be increased to prevent the 
sterling value of laipees from rising and consequentlj monej incomes would rise 
also It makes 110 difference whether an individual bujs IIJ grxins of gold with 
13 rupees or with 15, if he is m the second case given a larger number of nipecs to 
buy the gold with It is true that a reduction m the gold or sterling valiip of tho 
rupee would rediue the buying power of those classes of the popoljt/cm who^a 
incomes are Iixed m lornis of luonej by law or by custom but I cannot admit that 
tins would iiinke much difference to the total demand for gold, or that, even if it did, 

It IS « policj which ought to bo advocated I do not think tint the serious social 
constQuences. which accompany a fill in the value of nionev are outweighed by the 
considerations that the adoption of an i» hd rupee gives an awkward relation to the 
i’ sUrliug, or that it may hare some slight effect in stimulatmg iiiiporta into India, 
or that tm paper it gives a higher sterling yield to the holder of rupee socuntiea 
So long as gold only Iniys about ten sevcntcenlbs of what it did before tho war, the 
creditor of liie ludian Government has very little to be yuhilaut about In luy case, 
against Jus gam must ol o be set the gnu to India arising from tho smaller rupee 
burden of the Home charges 

The qxiestion of gold output and prices 

3 I have no special teclmical 1 nowledge of the economics of the gold muiing 
industry which would cn iblc me to give a cntcgoricil answer on the subject of the 
future output of gold Hut the general economic aspects of the matter are clear 
enough ihero is no reason to suppose that gold mining differs, from other mtinng, 

60 that it is Iikelv tliat the progrc-s of mining (ecliotque will operate iii tho future, 
as jt has in the past, to make tin, marginal mine one that in the past it would not 
have paid to work at nil This kind of influence on the output of gold one has every 
reason to expect, even if no new areas arc opened up Of course, if world prices 
were to fdl, it would jiay to operate mines even poorer than the present marginal 
ones 'Ihus, though it may be true, as Vr Joseph Kitchm has argued,® that the 
tendency foi gold output is to fall vet the rati of decline inav be slower than was 
.anticipated In any ca'C the fall in output which ho preclicled in 1924 has not vet 
begun to manifest itself, for his estimate of gold output for 1925 i® higher than his 
e-'tiunto for 1021, vir iSl nnlhons agniust £79 millions f Even if we take his 
original figures and argue that world production wjU fall m tho next decade at the 
rate suggc..teil bv him world output would still be i7-lk millions in 19-.0, nnd, on 
the wsumpiion of a continuous fill at the same rate, £G7 imlhorKS m 1910 If we 

* Ilmuril Rcmcw of LcoHomie SiafMl os IpnJ * GoU l’/T>datnon . a ''array ant] }«rcajr ** 

t i igQn;< from Meserr ilontagu a * Ai oaal Wall «i Lrlter 
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.>,,1 iN. Inrlnn OTivile demnnd m\l cODtimie At tU Aicrige pro war nto 
Sri3) e 29 auTei par -"poe i -’2 »>.U.ons aotl if wo farther 

assuL that the tiansit.oa to the gold stnmhrd «ere to start m 1U30 nml^cro to be 
cSeted m 1 )40 then India would absorb ibout tbrec-sevenths of the current 

supply Jn the first j ear and rather less than 50 per cent in the hst j ear 

^ihe worlds mduatml consun-ption u£ gold is stated in the IJ.I Reiwit of the 
Dnector of the U S A Mint as 87 million dollars m 1921 and 101 million dollar^ in 
If ne tabe £10 millions as the average figure, then the Indian pnvate dennDd 
plus Indian cmieucy demand plus world industrial consumption would absoib and 
» of the total output at the beginning and end of the transition period the surplus 
Sailabl^i foi the cmrenrj demands of other countries being then m absolute amounts 
nbout £2^ millions and £15 millions respective!} 


4 Auj prediction as to how the future of prices n ill be affected bj demands for 
gold of this Older of magnitude in relation to the supph of gold as estimated is 
impossible so long as we know nothing of the futuic reserves of gold whicli nations 
will think it worthwhile to keep In ihis respect the war Ins brought about a 
currenc} revolution Lehfeldt and Lasseif have shown that in the lOtb century 
the secular course of prices \aried aecoiding as the actual output of gold rose or fell 
below the required output le the anouut which would just have kept prices 
steady world pioductivity being what it was Both these writers agiec tint m 
pre war years the actual output seeded to be between, 1 per cent and 3 pci tent of 
theactuil stock of gold inexistence m older to leep prices stead} But currenc} 
conditions to da} have completdy altered ^otolllJ is little gold mciicuhtion but 
it 13 now recognised that tie central baals of the woild kept gold reacnes much 
laigerthan they needed to keep in order to meet all demands hi ely to be made on. 
them The lesult was of course to ke'*p «p the \alue of gold 

The tendency in the postwar uoild le to keep smaller reseives partly because 
central banks wmt as laige i poi tion ol their assets as possible to be earning assets 

E artly because the wai showed that gold reserNcs were not the sinews of war that tbe> 
ad been supposed to be lefoio the nor hrol e out ConsequenlK a falling off iii 
gold output does not DPces«anlj have any direct effect on price levels at all m these 
days banks reduce their lesetve ratios a little, and that is oil Some banks have 
leseive ratios which are absurdly large even non, and it is quite cleii that it would 
pay m the strictly economic sense, for the United Slates to exchange 500 millions of 
superfl 10 US gold ni the vaults of the Federal lle^crve System for nu inteiest bearing 
debt contiacted by India Tikiug a vorld view I cannot regard a demand fonn 
extra £100 millions of gold on the pirt of India as hkelj to imperil the guieial 
stability of world credit m auv ■way *’ 


The posit 10 1 of the Loudon money maihet 

5 lliough It is in mv op nion clear that the present anil anticipited vearlv 
output of gold and the present monetar\ gold stock of the world are quite lame 
enough to support an additional demand of the kind suggested m the Prono ed 
Scheme I feel also that the proposal to absorb aa much as £50 millions within nui 
year of the commencement of the plan would tend to i-reate ahim m the Lnnrlr^n 
■Doney ms l<et ami iioald to tint etteat ca« e opposition to ths tvliolo plan to 
be intensified The gold in the Bank reserve can be taken at £231 nullimls ♦! 
reserve ratio at 20 per cent as compaied with the pre war 45 to cO pei cent T ri ^ 
these QTOumstances It can he nrgned that the inangarat.on of the scheme 
involve grave risk of higlier bank rates here m ordei that the cold tikpr. L t j 
from bank reserves here would be attracted here again either^ from 
America or other ireas at present on a gold standard The ouestmii wC/i 
higher bank rates here woulil inmignrato a series of using rales'm the*\«f'^riv‘ 
world depends on the extent to nbich other countries regard themselves as 
Biirpliis stocks of gold or not if the) were content to allow gold to mnv ““*“8 
to replace that taken from thence the influence of a higher haik rate i 
confined to London though ,t nnghl have mdirect ellcets elsewhere '‘‘■'“‘Is 

Under the actual circumstances of the London money marl^ti „ j 
India wnnld prohably not have the effect to ntnrT “ismg'retefover',®°‘‘^ 
of postponing their reduction The position of London K cSiiplicatcd ““'’tr 

.I''<fl*t«™t»srawZ-ClapterII fees os nt s as r , , 

tC eel Theory of Social Ecorio y Vol II SeesJetseq ^ ^ references 
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circumstance tint tlie piocess of ailj istineut to the restored goldst mdard n still goiug 
on ufid iliemaiket is thus pec ilnrlv sensitive to los es of gold jie tendener of 
ratd to fall ulieu our ov\n 'idjnstmeut had been coupleted might thus he interfered 
AThlr* but to the extent that die Ixink anthontiea tan be induced to consider a lower 
Teset^vo as uot necess'inly imperilling the position of London as a financial centre an 
oulfidir of gold to India would not induce permanentlj higher rates Whilst I legard 
It as very important that any acquisition of gold should be tarried out in such a way' 
as not to bring und ie pressure to bear on the London market both on economic aud 
psychological grounds I think it desiraUe to 6tre«s also the two following points 
in onler to avoid misunderstanding — 

(fi) \ comitrv cannot lose it® gold against its own will Gold can alwavs bo 
got ut a price tbe price to be paid is a price le\el which will attract gold 

(6) T1 e acquisition of gold in pursuance of a pre-determmed plan is m its 
reaction on the situation m the i.ounirj from which tbe gold is drained to be judged 
differfentli from los-sea of gold in that country due to lack of equilibrium o! pnce-levels 
For the litter indicates a disease which 13 jieculiar to a particular area which unless 
cured means continuous monetarj deraugements The policy which must follow 
from the fo mer ■utuation depends on whtther or not stocks m the country from 
which gold IS tal en are to be regarded as re hindant or inadequate 
£100 r o IS of gold not neeessttnt 

G I do not however regard the amount of gold winch will he required by India 
in order to passs to the gold standard aa being necessanlj anything like as large as 
the figure stated in the Proposed Scheme This opinion I reach on the following 
grounds — 

(0) The scheme is built up on tbe old fashioned assumption that the corrsct way 
of inaugurating a gold standard is to icquire large supplies of gold and to exchange 
them for silver which will then he sold at a Jo>i the extent of which it is iinpu^ ible 
to estimate beforehand Tins method of introducing the gold fttandard quite rightly 
foresees that it is impossible to mainlam m circulation both tlie e\jstj/jg volumes of 
non gold currencv and the amount of new gold it is desired to introdi ce and hence 
proposes to deal with the matter by reducing the legal tender quality of the silver 
com B It the value of the siUer rupee depends not on this but on its qi antitj I 
beliexe this method ti be wrong m principle and likelj fo bring about the v on euls 
it !3 desired to a^old 

(}) The introduction of the gold statidard does not logically ot practically iiuolvo 
the im utdiaio circulation of laige quantities of gold What it docsinsolve is the 
extension of the use of goU t« tAc / ifure le the opeumgof the Mints to gold the 
grant of f ill legal tender power to ^Id and iho raamtenance at par with gold [though 
not the imme fiote right of conversion into gold®] of all other forms of currenci iho 
correct device for passirgover to tbe gold etandari! is thus the limitation of the 
quant ly of other forms of eumenej The normal giowfh of trade and population 
can then be relied upon to fill the gap canned bj the non increase in the other 
forms of currency other than gold 

Provide 1 that tbe quantitj of siUer la limited there is no reason to limit tbi. legal 
tender quality of the siUer rupee, and e\erv reason whj it should not he limited 

(1) Tlie knowledge that such silver as is actually hoarded will he deprived of its 
lenul tender quality is surelj the best means possible of causing a panic and of 
mtreasiug the imme bate supplits of gold which mav hare to by provided Ihis 
dinger of panic demands is certainlv increased by the suggestion m para tic (ii) that 
the putting into circulation of a gold com in exchange for notes and rupees shoul 1 be 
discretionary in the interim stage of the scheme Whether or not the schcn e is 
intro bleed by «fages on the lines suggested m the J’roposed Scheme or on some 
other basis both Government and the people of India should know in advance 
precisely what it is intended to do at any particular stage 

(ii) \ssuming the scheme to he avlopted thero seems considerable danger that the 
time required to carry it out will he increased owing to the pressure of intore ted 
parties w ho will protest a^jainst the los cs to them resulting from the fall in the price 
of Sliver ihe etpeneuces of Germaav after the curreney reforms of 1S71 3 j>how 
how the fear of loss from the sale of large stocks of silver ou the one hand and the 
alarms of the silver partv on the other hand produce the ven situation it is hope I 

■ 11 ut 8 the date* at wl cl tl e it ntsan openaj to goll need not cn e dc w th tl « date at wl di 
a tver 8 n ulc convert bio nto p>lJ on don and 
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to lYoitl a panicky siWer market and a postponement of the final stages of tho 
reform If the Gm emnient is to get rid of eUver. let it do so as soon as po-sible and 
not disorganise the market for 10 yens 1 attach no very great importance to the 
arguinent that the annual sales would amount only to the a\erage net iiniwrts of 
siUermto ludi-i m recent^eara ' llie net demand for«!iher in India mil decline, 
maiuls because i£ cilvci is regarded aslikelv to depreciate m value no one nill nant 
to hold large stocks of it (I can see no \irtue m the proposed import dntj the 
^Yo^ld price is bound to fall if large sales of silvei take place, .lud though the Indian 
price may be somewhat above the norld pnce it too will be lower than it is now If 
It IS much above the world puce the duty will certainly encourage smuggling The 
political consequences of the policj also beein to be undesirable ) 

’ (ill) A further point maj be alluded to here Indn is a relatively poor country , in 
which the mass of ordinary transactions is likely to be foi small amounts On the 
other hand, technical conditions make the issue of small gold coins undesirable The 
present rupee stock, including tliose m die currency reseive is only about 12 per 
cnptto I suggest that this is not an amount which provided that the total is not 
increased during the transition period, could possibly imperil the transition to the 
gold standard 

(i\) I notice a suggestion in para 4 (i) m the Proposed Scheme which should be 
questioned I refei to the Rentence implying that during stage J ‘ a statutory 
obligation should also he impobed on (joiemment to give in exchange for gold 
bullion notes or aiher at a price equivalent lo the par of exchange, Ac ‘ Tliere is 
no valid objection to be made if this sentence only implico tb^at silver or notes- 
wiU be issued against teudei of gold within the limit* of the existing issue, if it 
implies that the aoliime of notes or rupees is to be increased it will dela\ and not 
assist the progress of the refoim for so long as thi rupee or the notes are 
not coniertiole at will, their \alue does not depend upon the nature of the security 
behind them, but upon the total quantity m circulation To the extent that 
there are more rupees or rupee notes, to that extent otliei things equal, will their 
value fall As the object of the reform is to leave a gap in the circulation wnich can 
be filled by gold, silver or notes should only be given for gold w-ithm the limits of the 
actual existing circulation, so lougas complete couierUbility has not been introduced 

7 I am of opinion therefore, that there should be no interference with the lejal 
tender quality of the lupee If the rupee remains Hnlimited legal tender, a reduction 
in the number in circulation is not necessaiy on am grounds no heai \ preesure on 
the worlds money markets will then be felt and no danger to the Drocress nf the 
lefornMvillaris.'fiom the possible ill effects of the sale of very lar?e amounts of 
siher Ihe reduction m the mimber of rupees m order to widen the area to be 
occupied bi gold, should be confined tu the sale of the rupees m the nauer currenri 
reserve As. hcweier the smaUest gold com cannot he less than Its 10, and as 
It would probab y be better to make the smallest gold com twice aslar-eas ^is 
Goiernmeut will always require ^nie sihei for tlie coniersion on demand of the nXs 
under Us 10 If no notes under Rs 10 aie issued the place of silvpr ,,7 
circulation will be increased Theinaxmmoi sale of silver would 0,,,^ o,\ “ 

and It might m practice be a good deal less (see pirj 9 below) crores, 

I come now to the transition to the gild stamlard I recommend— 

^n) That the AMint* be immediately opened lo the coinage of fnll.wpm},t r, 1 1 
m unlimited quantities The minimum denominatioa^to be If* ^ ^ 

inauguration of the full gold standard which I recommend should not bn rllu i 
a period of more than file years from the date that the Mintrare tW?, 
coinage of gold The size of the smallest gold com can then be reSnld t 
It IS coasideml de-irable The gold corns to be imliniited leml U°dCT* 

seignorage charge to co\ er cost of coinage to be imposed fe tender and a 

(6) That no further coinage of lupees or increase m the note V,. i at. 
present limits be permitted m the mtenm period If srold be beyond the 

total of the notes to remain unaltered and a correspondm ' portion 0 ?^^ 
in the p-iper currency reseri e to be cancelled ^‘Reinvestments 

fc) That of the 90 rrores of rupees m the piner 
bo sold as is not requued to take the place of 

which I Tecommend, and a further amount which may be renii.voi a of 

Rs 10 or other notes as may be presented for redemption before encash suck 

first fne years of tlie scheme On the inauguration of the convert.K.w^’*^^^^°” 
gold, whilst some siher will probably still have to be held tTio c notes into 

P'^per currency rescri e to be reduced EtiU further ’ Portion of the 



y Cstinntiug the nmouct of notes nnder Rs 10 denotnin'ition ns m (he neighbour 
hood of 20 crores this bcheme in\ol\es iwinximum sale of 70 crorcs, or, 'jO crores 
^\ithiu the n(.\t li%e \eais The mmimum nmouut of gold to be acquired will amount 
to 27 crnre -' 01 420‘ miKione sleiluig or about £4 to £5 mdlioub per annum The 
(.ale of 50 croies of rupee's uill in\ohe some 17J iinllion oiidcps which, at (ho price 
estimated in the Propo ed Scheme would bung m about £17 millions The 
resulting deficienea should le made good either bj a loan m appropriations out of 
the gold standard le^erve 

10 The Committee ma^ caie to considci the ca&e for the immediate commencement 
of an Iinpeinl Jhnh note issut Ibis (.oiild be done b> tr nisfeniug the gold m the 
papei ciureucj icseue to llu Imperial Bniil which uould issue gold certilicates 
theiefor Oold uhcn presented for the first ii\f veirswodd be bought not with 
rupee notes but uith gold certificates a given incieasa m tJie Bank s issue of these to be 
accompanied bv a pi oportionate reilactioii in the liduciarj note issue of the Papei 
Cuneiicj Department Gold acqniied b^ Government against the sale of silver 
similarly to be tratisfeiTed to the iixuk and the gold certificates to be held in the 
paper ciirienci resene instead of the gold itself In this wa 5 at the end of 
live years the Imppiial Danl would hold a minimum amount of gold equal to 
57 ciores against a total of 57 crores of gold certificates m the paper ciirrencj 
reserve Assuming no gold to liave been sold to the Bank foi gold ceitificates 
except bj Government, the Gov einmcnt note issue vroiild still remain at 19D croies 
If 10 crores of gold had been sold to the Bank the Paper Uurrenej issue woalcl 
stand at IbO cioies the Banks gold certificates at C7 crores, of which 10 crores 
would be in circiilition and 67 crores would he held hv Government This 
suggestion dies not in any way alter the economics of the situation, it has the 
sentimental value that it would afiord some proof that the tnusitjou from a 
Goveinraent to a Dank piper currency was imdei way A special department of 
the Iiiipernl Bank noukl have to be createrl and the certificates would have to be 
at all tunes fullv backed by (be gold which they repiesented Since goll coins 
would alieadv be in circulation there it> no reason why lho«e certificates should not 
be convertible into gold on demand 
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Statement of evidence submitted by Pp Edwin Cannan, M R , LP D , 
Professor of Political Economy in the Pniversity of Eondon. 

1 r/ie interest of Ivdia 

If (a) I felt complete coufidenc-e (hat the principles of the gold exchange 
standard would alwavs be properly carried out and if (h) I disicgardul the view of 
the question which is takeu rightly or wronglv, m India I 'should see so far as India’s 
lutcre t IS concerned very lutic difference between a gold exchange staiidird and 
a gold-currency standard 

But neither of these conditions are fulfilled 

(a) Consuleimg the hi«toiy of the past and the prohabiblieR of the future I feel 
no confideuce that (he imingeinent of a gold < xchange standard will duayshe in 
the hands of persons willing and able to make ifc a succeso Iheiofore, if I were 
mvself an Indian I «hould prefer the simpler gold currenev standard as being less 
Iikeh to he bioken down hr bail management I should not regard the fict tint the 
gold exchange standard properly worked, is i little cheaper, n-s sulficiciit compensation 
for the extra risk involved in U 

(b) Opinion in India cannot be disregardeil So far tv I can judge, the opinion of 
tho«e who take anv luteiest m the subject in India is overwhelmingly in favour of a 
gold currency standard I’robibly this is very largely a matter of national sentiment 
tht feeling being that \\e8tor» naiioiis idopted gold curroncics m their own interests, 
and tint India is prevente 1 from following their example by (he influence of London 
financnl circk-. upon the British Government lo argue that India is too poor and 
backward to mako goo! u c of gold is verv mturdly regardc 1 as adding in nit to 
mjui-y It 1-5 extremciv desirable in the general interests of India that a grievance of 
this kind shoid 1 lie removed at the earhe t possible date even if its removal eo»|s ^n 
apprecialle amount of money 

2 Ihc nilerc-^t of Great lintain and the \\ estneneiaUy 

Hie interest of Great Britain and the We&t generally is that India should be 
prosperous and well satisfied and to secure this Great Britain might well be 
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contented 10 incur soma 


be peculiar to lierself, but would be shared b> most oi the Western cojmtn^ But 
It seems more likely that the gold standard countries would be bene6ted than that 
they would be inconvenienced by the mtrodnction of a gold-ourrenny system m inclia 
the production of gold is likely to remain high for a cooMderable period yet 
The 1 uropean and American demand for additional gold for cuirency is not Iikeh to 
be as great as before the war» since (a) people who have once become accustomed to 
paper currency do not wish to return to gold coins (e g California has not r^iirned 
to the habit of using gold corns), and (6) the superstition that immense cellarfuh of 
eternal]} idle gold are necessary to back or “support’ the \alue of paper 
currencies is, like other superstitions losing strength Consequent!} , if the East 
takes no more gold than befere there is great danger of a further depreciation of 
gold, and, which of course is the same tiling a further rise of prices m the gold 
standard countries It is true that nse of prices makes things temporanl} easy for 
the business man who lives b} profits but all eipenenco goes to show that it tends 
touards general unrest and the spread of revolutionar} and destructive ideas that it 
rums government finance, and should be avoided like poison by everj wise statesman 
Additional demand from the East therefore, if on a moderate t,cale, 1 n not to bo 
feared but to be welcomed by the gold standard countries of the est 
o Smallness o/ the amount of gold reqiitied for a gold-ewrcnnj gtaiidnrd 

I see no ground for supposing that if complete liberty of exchanging all silver 
rupees and currency notes into gold coins were given at once all overludia there 
would be an enormous demand for gold coins unless some ill advised action bad 
created distnist in the rupees and notes 

Small cash is a necessary of civilised life The principal factor m deternimmg 
liow much per head of population will be required in the smaller coins is the magnitude 
of the com or note immediately above them In other words, the amount per head 
of «*ilv er coins m any countri , where gold or notes are used for large pajanents, will 
be found to depend principally on the magoitule of the smallest gold com or note 
The silver coins m circulation m the Lmued States amount to about 2| dollars per 
head, in England they are about double that amount, and the esphnatiou obvioiSly 
is to be found in the fact that the lowest note m England, ten shillings i, much bififirer 
than the lowest note m the United States, one dollar 

The poorer the people the larger the proporuon of their total cash will oe m coins 
of small value 


Tal mg the-*e factv and everything else known to me into considention T find it 
difficult to believe that no more than Ks 5 per head would be leomred for active 
circulation, eveu if the smallest gold com were the half soveieimi and the 
imouiit of 5 ruuee notes rLmsmed tn circulntjon Tf tK® 


10 rupee piece, which is quite smaU enough fora gold com the amount leouired wmdd 
be still larger 'luiicu 


The impression that m case of the introduction of gold cunency there uonlrl n 
TusU to convert silver corns into gold cues seems to be founded on a belief thAt n 1 ^ 
pioportion of the silver com outstanding consists of hoard-, vibicb bAvc nl i 

and ate not m very active circulation, ind, further, that these boards wnnlrl 
extent be brought out for conversion into gold But, grmtmn tliP.r fr.!; ‘ 

should these hoards be converted * To bring them out would be ^ 

owners owing to the risk of publicity and robbeiy and nothmer would M 

except some saving of space wbith is really quite negligible m the ot ^ 
already made No doubt m f iture those hoaids if auf, f hich woulrl 
circumstances be made in silver com, would tend to be ra ide in rmbl 
seems very little reason to expect any appreciable conversion of i 

piovided of cours-, as I stipulated at the begmniug of this hoards— 

doue to create distrust in the silver coins nothing were 


4 Silier rupees should continue to be unlimited legal tender 

Feu things aie more likel} to create distrust m the silver com^ ur,A 
l&ad to a wild rush for gold than an announcement that it l^ intpnr!« i 
after a certain date they shall cease to be unlimited legal tender a 
knows b} experience that the limitation is of no practical Englishman 

few, when he happens to have collected a hundred or eveu a 
those com will not buy him as ranch as five uoiiTid<! shillings 


will not buy him as ranch as five pounds aurl fift,, 

But to an old Indian villagt-i the news that he bi,, 1“ notes or 


^ut to an old Indian vilhgt-i the news that he has poi 
than his creditor need accept is likely to be moat alarmino- f-j silver r 
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silver mto more relnble mouej '1 he proposnl to hunt the legal tcndenbilitv of silver 
rupees is most daugorous and should not lie luentioued even as i remote possibiJitj 
In limiting the legal lenderabiliti o£ the silver rupee India would onl^ slavishly 
copj a completelj itne sential and unimportant featiiic in the English svstem Ulam 
Smith <5uggested a limit foi the English silver long bofoie the true principle of token 
-currcncj had been discovered and ho had nothing to sas for his proposal except that 
it Would prevent bankers on whom theie was a luu from endeavouiiug to gain time 
bj paving in sixpences and thus, he thought, induce them to bo more careful to keep 
reseive'* adequate to meet a rim In IblO his proposal was adopted and since then 
the English silver currencj has given little trouble, but this has not been in the least 
•due to the legal tender limit of fortj sllllllQg■^ It is due to the fact that the executive 
<30Verniiieut apparentlj by accident rather than b> design, never carried out the 
lutention of the Act of ISlC, which was to establish free coinage of silvei, subject to 
n seignorage ® Tlie AImt was kept closed igainbt coinage of silver for anyone except 
the Government itself, and the Govcinmcnt coliintaril^ limited the amount issued to 
avhat would circulate comfortablj at pav b.oi niiderstauding this wiiters on currency 
and luthors of economic text books used to saj that the value of the silver corns vias 
maiuiamed b} the limitation of their legal tenderabihtj— a^ if a disability could 
increase the value of anything* When this extraordinary doctrine was challenged 
the only defence which could be thought of was to allege that the limitation nrevented 
the silver ciirrencv being much increased (and therefore depreciated) bv the operations 
•of faUc comers — as if there were the least probability of false comers trying to pass 
ume bad half-crowns or forty one shillings m a single payment’ Mr Ambedkai in 
a book which in some re poets is valuable ( Iroblem of the Etipce p 290) tries 
to revive the doctiino by suggesting lint the limitation of legal tender prevents the 
Oovorninent lUclf from issuing too much token currency But this i» not true smte 
m Irons ictions between the post office and its ciis omers and id paying dockv ird and 
other weeklv wiges the Government can easilv pay out far more silver coins than it 
receives and that without ccmpellmg anvone to take more than 40 j at a time 
a matter of fact when Goscheu was Chancellor of the Exchequer aud wanted to 
•do something for Mlver the Goverunieat did actually issue too much in that way 
ajidwa>onlv stopped by tlie remonstrances of the banks which objected to having 
their vaults crammed vvith silver com which iheir customers, had no need for 

It must not be forgotten too that the wildest advocate of a limitation of legal 
tender has never gone so far as to claim that it brings aliout a reduction of the silver 
•curreuev when that is req vired in order to meet a diminution of demand In a ste idy 
progressive tate of things such a diminution is not lil ely to occur an I none seems 
to have I een observed lu Great Britain after IblC till recentlv Then it was found 
that the stiver currency lequired a consi lerable lediiction from the peak which it had 
reached during the war or tbc armistice period and the Government had to withdraw 
no less than £7 000 000 fioin circ ilaiion and place it m reserve 

There are o! course plenty of examples, of silver currencies with uuliinited legal 
tender power existing m gold-currency standard coualrie=; Ihe thalers in Germany 
after 1870 arc an historical instance, the silver dollar in the Lnited States is still, I 
think unlimited legal tender 

5 Sihcntipecs nho dd hi e notes cottertdlc into gold coin 

It IS true that m Great Bnt im the Executive Ins mvintaiued the value of the 
silver ciirrencv without being compelled to do so ly Statute and that in the United 
States the Executive has at some periods maintained it while the legislature was 
doing its best to destroy the gold standard but it seems desirable as a rule that the 
obligation to 1 eep up the value of the silver by not issuing too much and by 
withdrawals when by anv accident the amount has become excessive should be 
defimtelv imposed upon Executive Ciovemments The best wav to impose the 
obligation i b\ requiring the Government to convert the slver mto gold com on 
demand as was done m the Geitnan monetary reoiganisation of 1870 

I see no reason foi supposing that India should he an exception fiom the rule 
G C uitioiis and gradual h it rapid intro huAio i of gold-cun encij standai d 

I subinit the following as the steps by which the transition to a gold currency 
standard could be made m India without any large iisl at any point and at the same 
time with considerable rapidity assuming of course that diQiculty is not intro Inced 
by an attempt to combine the reform with a departure from the already established 
actual e'^chauge market value in gold of the ruj ee — 

•Tie prov s on for free co nage of s Iver i ofc atmcL o t of the law 1 11 tl e Co \ct of 16*0 
If It 1 ad remained tOl the t me of tl e b metallio cMitroversy doabtle-,* much more would have b •« fi 
1 eard of it 
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W At ouce open the JImt to Uie fiee coinage of gold , the Mint to be bonml to- 
uve WTerTrLon,bIe.n.Gn-.ltort..i.e... .nm.ihctm.ng the ton.) as m., eh gold , a 

commit recpued in bullion less 1 small charge foi cost oltnaDnfacture 

(c) At the same time ded iie the new coins and eqmviltmt ol 1 if aiir, to be 

le^al tender (luiliinited) as inpees at the latio h\ed (e g if the Is Gd exchange is 
the basis, sovereigns wonl \ be legal tender foi Idi rupees and a neu 20 rupee com 

■would contain as much gold as a bosereigii and ah df) , . i, 

(c) At the same time susjieiid all ndchtioual issues of sihei com, and stop all 

additional i sues of notes redeemable lu silvei , i , , 

(d) Then mal e tbe notes conaeruble into got I com at the option of the holder, 
but proceel bj instalments tal mg hrst the notes of hrgest deiiommation and 
proceeding donmiards ch'^s b\ class \eij rapidlv if no demuul appears at each 
stage till all the notes ar“ conitrtiLle into gold 

(e) Ihen apply the same raetliod to the sihei rupees, taking them m instalments,, 
beginning \uth those of most recent date 

Tbeie seems e\en leison to believe that if this method neie adopted viitliout 
much flouiisli of tiunipets complete comeitibilitv of lUer coins and notes into gold- 
coin could be mtiodiiced ui thecoiiise of a single vearnithoiit causing any appreciable 
demand foi gold The oveinheltning niajoiitj of the people would not become 
an are that any change nax going on and those n ho knew ibont itnoulil have no 
reason for talcing auj action Ihe maximum possible additional demand caiibetl by 
each successive instalment nould be exactly calculable 1 efore tbe instalment was 
taken in the experience with the earliei instalments being available 

But though so nnohlrusne and safe the meihol would accomplish all that is- 
leouired, anti that very cjuiclU since India would be on a gold-cunenc^ elandard 
from the moment when the lOUOiwpeo notes give then liolcieis power to draw 
meltable and exportable gold 

bume time aftei tbe process described above was complete, increase of population 
might tequiie the suspension of additional couiage oi silver to be terminated But 
to prevent any temptation to make » profit by over issue, it might be well to provide 
that anv profits obtained by additional issue should bo realised in gold, and held m 
reserve to meet the possibility of a backward dnctuation necessitating a redemption 
of silver coin ^ 

I Cost of the ref orm magnitude of icscrves and their use 

It may be asked ‘ If (as is armied above) little or none of the existing silver and 
note currency will be converted into gold coins how will India have a gold 
currency ’ ® 

The anwer la that ahe will have it in the same sense as the United States Ins it 
Two leats ago I travelled at my own evrense in that country from Detin.t tn T os 
and then ,0 W’saWtnn nnJ YoA wtrtnnt aver loS.ng m 'LSng a 
gold com tat nobody donbm that the United States is a gold eurrSicl standard 
connt.7 The fact that nobody there carea to carry about Mollir and lO-talhr gScl 

corns docs not prevent tlie.r being current com which will satisfy my creditor a cla.in 
for dollar^ 

Probablj , indeed private persons m India would soon Iib bnli^.r,™ „„ 1 1 

than pnvatc persons tn the u|.ed Stnto .t presermo"? taaX“Ta5“ ‘ tare 
the form of uncoined gold and it wnnW ccrtamlj appear hhely that gold coins eata 
of which vvas a dcan.te nntnher of rnpees would be preferred to bulhon nhereverno 
question of ornament or ostentation arises wuerever no 

Aloreover, the reserve aoainit notes and (if xnvl irraint?! „ i, , 

held entirely in gold It m the cost of the exchange mlo cold of IvtV'T 

pre ent held that w e are to look for the cost of the reform 

kept up to its present nominal magmlnde and the silver runeps ,n tt !?f 

m the vvorld bullion market for 9^ each (instead of at the rSnee I*}? 

cost will amount to about £33 millions ^ me of la Gd) this 

}\hether this sum could safclv he reduced by Rome ruttmrr i 

of the reserve I do not profess to know It must denend proportion 

w,th winch I nto on. laSnlnr Dnt I do prSS sSgIvT|Sraiv'‘r 
the reserve shall not be allowed to fall below some stated raun Provision that 
siiunlj sterilises a quanhlj of gold makingilnsuReW a<? if ,t provision 

of the mine from which it was extracted A reserve Rlinnld i bottom 

last pemiv To say that m au emergency 

defence, since violent disliirhantc js caused In the arritifm^ , t v”" is no 

absolute limit IS approached and it is stUl uncertain -wholhertbri'^^ 

in forci, or not i^'^mertUelawuiIIbe maintained 



APPENDIX 82 


519 


APPENDIX S2 

Statement of evidence submitted by Mr. Joseph Kitchin, Manager 
. and Director of the Union Corporation, Limited, London. 

I— GOLD 

The Relation Between tee World’s Demand tor Gold and Its Supply 

1 Table VII gives the detail of the world’s production from the record of 
1915 It covers a penal of 11 years daring which the world has produced 
£868,500,000 of gold, of which £407,000,000, or 47 per cent , was contributed by 
the Transvaal It is worth noting that of the £4,080,000,000, which, according 
to the records, has been produced since 1493, £2,025,000,000, or practically one- 
half, has been produced in the first quarter of the pre&cnt century, as compared 
with £1,568,000,000 for the whole of the nineteenth century In 1848 1675, 
Edw<ard Suess has calculated, 88 per cent of the output was derived from alluvial, 
while to-day its quota has fallen to 8 per cent , and banket — practically confined to 
the Rand — yields 50 per cent 

2 In reading the table it must be reoiejiibered tliat the Rand white miners’ 
strike of January March, 1922, reduced the output of that year by about 
£6,000.000 and so in a sense the year of lowest production sinco the record of 
1915 was 1021, and not that w bich followed it One can therefore say that, partly 
as a result of exhaustion of mines, but also as a result of the increased cost of 
working resulting from the Great War, the yearly production fell from 
£00,400,000 to £63,000.000, or 701 per cent of 1935, while it lias since increased 
annually imtil it has reached £60,000,000, or 83 per cent of 1D15 In 1024 — and 
again in 1025, by a narrow margin — the Transvaal improied upon its previous 
best, and Canada also achieved a record Apart from these two, and probably 
Russia, the principal goldfields of the world ivere either stationary or declining, 
and there is distinct indication that, although the world’s recovery has perhaps 
not yet spent itself, any further advance if it takes phec at all, will probably oe 
on a more moderate scale than m late years 

3 The gold output for 1025-29 is assumed to v.ary little from the £80,000,000 
of last year, and to be between £75,000,000 and £80,000,000 m 1030 Of this 
amount the Trausvaai is credited with £d*5,<W«?,t5W, and the rest of the worfd with 
£40,000,000 to £45,000,000 By the >ear mentioned Canada ma> rcacli 
£12,000,000 and Russia £5,000,000, while £9,000,000 is taken for the United 
States For the five years to 1929 the world’s production may be estimated at 
£305,000,000, of which 1925 has already contributed £80,000,000 There is at 
present no reason to as<;ume any higher figure for the further period to 1935, when 
mdecd it is expected to average less, and to total £360,000,000 

4. Table VII also shows gold oousumptionannuallj for 3015 1025 The first 
four side-headings give tlie demand for gold for other than monetarj' purposes, 
and the difference as compared witii the output of the year is the amount assumed 
to be added to the stock of gold monej m the world, excluding India, China, and 
Egypt, which are regarded as hoarding countries except so far as thej may dis- 
gorge gold The data for these three countries are the net gold imports (or net 
exports where the niimis. sign is emplmed) corrected to the normal or mint price 
of gold, plus the gold production of the first two The figures for industrial arts 
applv to new gold only, and are based on the incomplete returns to the Bureau of 
the United States Mint with the writer’s estimates for the gaps 

5 India’s demand has varied in extraordinary degree For some jears that 
countrv was prevented by administrative action from absorbing the metal, and the 
high figures of recent }ears are doubtless doe to its nuaking up for lost time and 
.also to ovcr-slocking In 1924 23 its quota reached a record figure, and 1925 26 
will show a sensible reduction, though it will still be high It is assumed at 
£27,000,000, including its own production In the table India’s fiscal vear to 
31st March is taken because it is better to base the figures on the annual trade 
returns and also Iwcauso there is a lag between output and import owing to gold 
taking one to two months in its ^ournev from the place of birth to the place of 
virtual burial If the calendar v ear were taken the figures wonid differ verv widelv 



520 EOVAL COMMISSION ON INJUAN COTKENCT AND TINANCE 

irom those giten, though they Tre^laMfoCO '^t 

cienlly lengthy period of time The alttmatiTO uj^ . ' 

Ind£l^Soor£o4 30oVl»’’SUo,Oo“k^^^ iJdS^OO.OOO (aS net 

tool more instead of less gold in 1935 as wmpared with 1024, hut there is at 
present a distinct falling off, which the table better reflects 

6 The balance available for money was esceptionally low in 1924 as in 1 J1 J, 
and on the whole, theie has been a distinct 

1911 to 1925 for three >ears at a time they have bf^n £133,000,000, £217,000 000, 
£120,000 000, £122,000,000. and £85000 000, the second figure being doubtless 
exceptionally raised bj reason of the "War 

7 With regard to the demand to be set against new gold production, the first 
column of Table I shows that the requirements of the industrial arts up to the 
War contmuall} expanded, except that they remained practically stationary 
during the 20 jeara to 1894, le. during the period of falling commodity prices 
The amount in 1894 was £10,800 000 and thereafter it increased almost annually 
until in 1913 it readied £27,300 000 For the 12 jears since, owing to the War 
and Its after eSects it has averaged only £18 000 000 and for the last two years 
has been about £10,000 000 Judging bv the 1913 figure there is evidently 
much room for expansion, but for the me years to 1929 the writer takes it at 
£19,000,000 per annum only while for five years further perhaps €22 000,000 
could be set down The Indian demand has also varied with the trend of com 
modity prices, the average of £5 900 000 per annum for the ten years to 18G9 being 
more than hahed during the subsequent fall in commodity prices but thereafter 
averaging £4 800 000 £6 200 000 £10 000 000 and £l&200 000i for the four 
quinquennia to 1914 15 The five yeais to 19J9 20 including 2^ years of 
restriction of imports showed £10 200 000 per annum and the follon mg five years 
with free importation allowed £20,600 000 themernge for the ten years being 
£16 400 000 per annum The demand for the five ye,^^s to 1029 SO with Indian 
monetary conditions unchanged might be estimated at £120,000 000 of which the 
first year will probably h,ive given £27,000,000 leaving £23,000 000 per annum 
for the last four years of the period The following five years might reouire 
£110,000 OQQ China’s demand is fickle, but less so than in the ca% of silver 
It has talen £11 600,000 in a single year (1919), but at other times disaorees gold 
There are indications that China's preference later on will be for loll, winch 
would be in the natural course of events But this tendency may not he pronounced 
in the coming 10 years and its demand may be set down moderntelv at £2 000 000 

'Of ‘he ive years to 1029, and at £3 000.000 tor the following flTC 

8 The figures, suggested are as follows — 

5 years to 1929 

Industrial Arts (America and Europe) ^ 


India 
China 

Total demand 
Assumed gold production 

Balance available ns money 

rate per annum 



5 years to 1934 
£ 

110 . 000,000 

110,000,000 

15,000,000 


176.000.000 


35,000 000 

Stock of Gold Money at end of period 2,275,000 000 
per head ij2d 


235 000,000 

360.000. 000 

125.000. 000 
25,000,000 

2.400,000,000 
27af 


Im expected to be much below ac lltTO^td SSjo » 
we ,n.n,« to Wt4, while the needs of ‘he'w*ti:i“irb“eK“Wl 


stock of gold money per head hasnlternV' risen not aut 
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ad\anced with marked rapidity Such periods with tlieir figures are as follows, 
the corapound rate of increase appl}mg to the “ aggregate ” and not the “ per 
liead ” column — 



World a Stock or 1 
Gold SIoskv 



Coiii]Wum! 

1 CovemiD^ 
trCRCTHl 

Trttiil of ecenocttjQ 






iaercaaB 

lloctoialittlie 

facton 


Ag’gre.mte | 

Ilpa'i 1 



per knnnm 

1 |«riad of 



1 

^ 1 

1 

■ ^ 1 

j 

1 


iscrj 

1 ItW.OOO.tHM) ' 

54 1 

40 yre 

130,000 

1 

0 G% 

1810-1851 

Stationary or falling 

1M7 

j 207,000,000 

50 




J1 yre. 

15,4001000 


1851-1873 

Rising 

ISCS j 

1 531 000,000 

109 

1 

23 JTB 

187$ 1893 

Stationary or falling 

1 8,5(X».000 

14% 

1801 

733000000 







27 yra 

13,900,000 

» G% 

il693 10 ’O! 

Rising 

lOlS 

11,017,000,000 

251 


» $0,200,000 

1020- ? 1 

Stationary or falling 

?1 4% 

\ai4 

?2,4C10,000000 

?212 


1 ' 



11 In the two periods 1810 1851 and 1873 1895, following with a lag of a 
tew )ears the penoda of comparatively stationary gold money, London Bankers.’ 
Clearings. UK. foreign trade, UK incomes, and UK wages were stationary 
and the Bank Rate lell, while in the two periods 3851-1873 and 1895 1920, when 
gold money was rapidly increasing m amount, Binkers.’ Clearings, foreign trade, 
incomes, and wages advanced swittlj and commodity prices and the interest rate 
TO&c markedly Of course, the Great War and its after effects exaggerated the 
rise, hut it would, on a more moderate scnle than now appears, stilll have been 
there, and 1020 would still have been the turning point That year, the writer 
believes from the evidence of the figures, comroenced another period of stationary 
or falling factors the end of which cannot yet be foreseen, which would 
normally last, with a world working on the gold standard ns before the War, 
until such time as the difference between the output and tlie demand for gold 
again permitted of a rajnd increase in gold money per capita This difference 
can be obtained onlj m two ways, ic . by increase supply or lessened demand, 
or both — by new gold discoveries such os thase of California and Australia or 
of the Rand, or by the industrial arts, India, and China moderating their require 
menu All that can be said on that subject at present is that there is no indication 
at present of new gold discoveries of importance, that the industrial arts as time 

on and with a normal world are likely to exact a greater toll as the 
pre War figures and rate of increa<5e suggest, that India’s demand prior to the 
War was growing rapidly, and that China, which is passing from the copper to 
the siher stage, should in time with increasing wealth progress towards the gold 
stage, as India has done liefore it 

12 These remarks are made largely from the pre War point of i lew, and as 

thout'h the War had changed nothing Hence the importance of the qualification 
" with a world working on the gold standard as before the War ” The War has 
for the time bein" altered Che position, •^o tint .although the return to the previous 
form of gold standard is proceeding only the United States Mexico, and the 
Union of South Africa have a full gold standard and in the world generally— 
even in tho-^e countries— there is a tendency to centralise gold money as much as 
possible so as to make it more effective How far these efforts will tend to 
increaW the influence of a proportionately reduced amount of gold money remains 
to be seen - .. 

I^CREASE OF Gold J^ceded ro Keep Pace with Economic Development 

13 Professor Gustav Cassel has argued that the gold supply is representa 

live of all money, and that by comparing the increase in that supply between years 
at which commodity prices, were at the same level one can arrive at the rate of 
increase necessary to meet the general economic development of the world and to 
keep prices stable In his work on ** The Theory of Social Economy,’ Lnglisn 
edition, 1923, he says ” The quantity of money is not rigorously marked off in 
relation to the total supply of gold On the contrary, the gold passes from 
the non moneta’'y supply to the monetary and back Thus the 

monetary supply of gold at the time affords no objective cause for determining the 
value of money To trace the general level of prices to objective cau'ies is in 
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fact onl V po=:,ible when this general lerel is brought into connection with the totid 
iipulv 01 gold. Ho iLeu pouitb cot that bank notes and bank deposits aud the 
rapidjtj oi circulation oi tiie»e and ol mone} have to be taken into consideration, 
that if rapiditi ol circulation or pajuig capacity m the period per unit is asbumed 
to be unchanged there are three Tariables i e the quantit} oi luonej the 
circulation ot notes and the amount of deposits that these \ar 1 able 3 are not 
entirelj independent since the amount of the notes and deposits is commonly 
re‘’Tilaied given a certain quantity oi monej b) the terms on which banks make 
ad° ances that the determination ol the general level ol prices might be traced 
to two factors 1 e the terms of bank advances and the quantity of money in 
circulation that since under a gold standard the amount of money 
in circulation is related to the total quantity of gold 

fluctuations of the general level of prices are if the real exchange is not altered 
determined by the total quantity 01 gold and the terms of the bank advances as 
well as the effectiveness ot the media of payment and alter showing that the 
latter are not independent variables be comes to the conclusion that the general 
level ol prices is directly proportional to the total quantity of gold, (Pat^es 
4 ^^- 430 ) 

14 Consequently when we take the gold standard into consideration (we) 
cannot slop at the quantity ol money but must go on to the whole quantity of 
gold in the world Ihe entire «uppiy be takes at £400 000 000 £1 •UO 000 000 
and ooO 000 000 at the end ot I'oO leOO and 1910 respectively He “^elects 
bauerbeck s Commodity Price index as being the best index available of world 
conditions since it is earned back over a very long penoti and England is a Free 
Irade country The level ol bauerbeti s Wholesale I rices of CoWodities was 
the same m IboO la'-h and 1010 and m the period* ibaO 1910 as well as in 
ISjO Ifc b and Ifc'-O 1 JIO there ua* an average annual rise of 2 70 per cent m the 
ottuul gold supply The luciejse ot the gold supply dunng that period as i 
whole has dearly had no influenoe on the general level of prices and the increa'si. 
merely corresponds with the mcrea«e of the gold supply necessitated bv the ffeneral 
economic development (Pages 441-444) The increase of 2 8 iJer cJt 
annum we may call a nomaf metea-se for the period m questioned the 
supplv at any particular point of time m the period assumSg a norSf icrcfse 
may be called the nomai gold supply which he builds uo bv 
£4J0 000 000 in ISoO and buildinir forward? nnd Kni'C-rmiids ^ ^th 


* « « building forwards and backwards oh n'uniform ^nniVn’i 

incrcu^e of 2 8 por is far as the change^ m the „tner“l terSTf^™ 

lU the period ISoO-lOlO nn; lie genorall} traccS to chauges in themlH 
they maj be ascribed entirelv to th| divergence of the actual gold 
the normal (Pages 4« aud 44o Bdu snpply from 
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gold supplies Professor Cassel’s conclusions are shared by many ea>Qomists 
ana are in essence identical wth those indicated by the vrriter in his Trade 
Cycles Chart (a recent edition of which was published in the Annual Pmancial 
and Commercial Rcmcw of " The Times" of February 10, 1925) and in various 
published articles 

18 Professor Casscl’s method of arriving at the annual increase in gold sup- 
filies required to meet the general economic de\clopinent of the world and to keep 
prices stable is undoubtedly right, hut the writer considers that it could be 
applied to more appropriate figures 

10 The Professor suggests that the quantity of gold money cannot be rigor- 
ouslj marked ofl from the total supply of gold, for gold passes from the non mone- 
tary to monetary uses and back again But there is a constant absorption of new 
gold by industrial arts every year m addition to the old gold re used, and India’s 
absorption, with only a very few unimportant exceptions (£800,000 in 1878, 
£2200,000 in 1892, and £1,800,000 m 1894), is constant, as is plainly shown in 
Table I Prices should, accordingly, be affected not by monetary and non- 
monetary gold together but bj gold money onlj Professor Cassel might, possibly, 
I^a^ e worhed out his thesis on the basis of gold money only if he had known of 
continuous statistics calculated annuallj and covering tlie necessary period Such 
exist, mainly in unpublished form, in the writer’s annual figures of the World’s 
Stodt of Gold Money (excluding India, China, and Egj'pt), which run back to 
1839 

20 The writer’s figures differ from other estimates m that the Stock of Gold 
Monej IS assumed to be added to each )ear by the amount of the world’s gold 
production after deducting the absorption in the industrial arts of Europe and 
America and the absorption of India China, and Egypt The figures do not 
allow for wear and tear This ts considered to be negligible, since Professor 
Jeions, in the middle of the nineteenth ccnlurj. showed it to be 0 0457 per cent 
per annum for circulating coins only, while before the War money m circulation 
was one third of tlie whole The calculations start with an assumed £200 000 000 
in 1843 and though their base is so distant m time, they have so far met the 
nece'?sar) tests ^ erj fairly The totals at fi\e yearly intervals are given m Table I, 
which shows how the Stock has been built up Other estimates, which have some 
tin es varied \videlj in the past and which are largely of a non continuous 
chniacter lia\e been generally based on the visible stock of the moment in the 
banka and public treasuries of tlie principal countries with an estimate of the 
gold in circulation The following shows the correspondence between some of 
tlie«e estimates and those of the writer — 


~ i 

Fstimate • j 

I Ihennter 

1 

Difference 


£ 

120,000,000 

£ 

210,000.000 

+ 67% 

+ 

1873 U S Slint (very incomplete) 

219,000,000 

586 000 000 


6f 5 000.000 

720,000 000 

+ 

- 7k 

1894 “Wall Street Jonmal" 

SCO 000.000 

802 000000 

1819 US Mint 

948,000/)00 

9a8000 000 

+ 1% 

19W “Wall Street Journal " 

1,270.000.000 

1,239,000 000 


1910 US Mint 1 

1.438.000000 

1 454,000,000 

+ lY 

1913 Federal Reaerve Board Bnlletm ! 

1,599,000000 

1487 000 000 

- V* 

+ 8% 

1924 US Xlint (incomplete) 

I.9aO,0(K>000 

2,100,000 000 


21 The writer s own attempts to check the totals by observation made on the 
same lines as those adopted in the other estimates resulted in the 1913 and 1924 
figures given in Table A , the 1913 amount checking within about 1 per cent The 
figures per capita for the World’s Stock of Gold Money, shown in Table I, are 
based on the total population of the world (duly computed by the writer for the 
purpose on the basis of censuses and estimates), including the population of India 
and China They should, perhaps, be based on the population of the gold money 
using countries only, but this would inxolve too mucli labour woufd result in 
jerks and would be open to more errors of judgment The figures per capita 
form an index of the growing Stock of Gold Money after allowing for mcreas'' 
of population 


• EzclndiDg India, China and Egypt, where they specified, m order to make the com- 
panaon fairer 
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fact oiil> possible when this general level is brought into connection with tho total 
supply 01 gold He then points «it that bank notes and ban! deposits and the 
rapidity oi circulation oi these and ol money have to be taken into consideration 
tJiat li rapidity ol circulation or paying capacity in the period pci unit is assumed 
to be unchanged there are three variables i e tl e quantity ol money the 
circulation ot notes and tho amount of deposits that these variables are not 
entirely independent since the amount oi the notes and deposits is commonly 
regulated given a certain quantity ol money by the terms on ^vIllch banks make 
advances that the determination of the general level ot prices might be traced 
to two factors i e the terms ot bank advances and the quantity oi money in 
circulation that smee under a gold standard the amount of monev 

m circulation is related to the total quantity of cold ^ 

fluctuations of the general leiel of prices are if the real exchange is not altered 
determined by the total quantity ol gold and the terms ol the fank advancefas 
well as the eliectiveness ol the media of payment and alter show mo that the 
atte are not independent variables he comii to tho eonclus.on t£ “he geLral 
428 fsSr™' ™ ^ proportional to the total quantity of gold ®^age' 

cannJt stopTthTqu-L,tiry'‘S monM%‘I;t m ^' 0 ^ 00 ^ ‘,1“ 

gold in the world ^ibe eutirp cnnnr!, i . whole quantity oi 

and £2 550 000 000 atlLS o fS 189if^nH‘lmo“ “““ 

Sauerbeck s Commodity Price Indai as be.n„ .hi ^ ? "fpectivelj He selects 
conditions since it is carried back over i available oi world 

f rade country Xhe level ot bauerbeek s WhoS?/ f 15 a Tree 
the same lu 1860 1680 and 1910 -.nd .n .o ““ i ‘ ° Commodities was 
1860 1880 and 1886 IJlOthere oas™ L?o™ “ '^'=1' « in 

actual gold supply The increase ol Ihe^old^um.lv^ ^ 
whole has clearly had no ‘ullueuceon the ceneral leJS ‘ 

merely «™sponds with the increase of thfS if? ^ P"®®® mureaso 

economic development (Pages «,! m f 4^h*^P^ oacessitoted by the general 
. ''® ®®“ ® Mnna! , Ji® '““F®”®" of 2 8 per cent per 

W particular point of time m the 5 “®®“on and the gild 

Silo MO soppto ihS ll a normal increase 

m the period 1850 1010 may i iiSifr f®”?®® “ ‘te geoeral level of pnees 

15 He gives nn .. 


auu fg 6wau ssuppiy irOlll 

(retoiffhfl ®'‘“™g the approxi 

IS done in Profpssnr supply of 0 9 niv. ^ According to 

fjtt nfclt the evolution 

ter -wf-ftifsife 

/• L ‘^•stinguishiniT L » S ral le^el of prices^ 

“s connection with 
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gold supplies Professor Cassel's cxmdasions are shared by many economists 
ana are m essence identical with those indicated by the writer in his Trade 
Cycles Chart (a recent edition of which was published in the Annual Financial 
and Commercial Peview of *' The Times ’ of February 10, 1925) aud in various 
published articles 

18 Professor Cassel’s method of arriving at the annual increase in gold sup 
plies required to meet the general economic development of the world and to keep 
prices stable is undoubtedly right, but the writer considers that it could be 
applied to more appropriate figures 

19 The Professor suggests that the quantity of gold money cannot be rigor- 
ously marked off from the total supply of gold, for gold passes from the non mone- 
tary to monetary uses and back again But there is a constant absorption of new 
gold by industrial arts every jear in addition to the old gold re used, and India’s 
absorption, with only a very few unimportant exceptions (£800,000 in 1878, 
£2 200,000 in 1802, and £1,800 000 in 189^, is constant, as is plainly shown in 
Table I Prices should, accordinglj, be affected not by monetary and non 
monetary gold together but bj gold money only Professor Cassel might, possibly, 
have worked out his thesis on the basis of gold monej only if he had known of 
continuous statistics calculated annually and covering the necessary period Such 
exist mainly in unpublished form in the writer’s annual figures of the World’s 
Stodi of Gold Money (excluding Indio China, and Egjpt), which run back to 
1839 

20 The writer s figures differ from other estimates in that the Stock of Gold 
Money is assumed to be added to each jear by the amount of the world’s gold 
production after deducting the absorption in the industrial arts of Europe and 
America and the absorption of India China, and Eg)pt Tlie figures do not 
allow for wear and tear This is considered to be ne^igible, since Professor 
jevous, in the middle of the nineteenth century, showed it to be 0 0457 per tent 
pei annum for circuhtiug corns only, while before the War raouey in circulation 
was one third of the whole The calculatioDs start witJi an assnniM £200,000 000 
in 1843 and though their base w so distant in time, thev have so far met the 
necpssarj tests \er) fairly The totals at five jearlv intervals are given m Table I 
which shows how the Stock lias been built up Otner estimates, which have some 
times varied widely in the past and which are largely of a non continuous 
character have been geaer<ally ua«ed on the visible stock of the moment in the 
banks and public treasuries of tbe principal countries with an estimate of tlie 
gold in circulation The following shows the correspondence between some of 
thc'^e estimates and those of the writer — 
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21 The writer s own attempts to check the totals by observation made on the 
same lines as those adopted in the other estimates resulted in tbe 1913 and 1924 
figures given in 1 able "S , the 1913 amount checking within about 1 per cent The 
figures per capita for the World s Stock of Gold Slone), shown in Table I, are 
based on the total population of the world (dul) computed by tbe writer for the 
purpose on the basis of cen&usei. and estimate!) mclutiing the population of India 
and China They should perhaps be based on the population of the gold money- 
using countries onh but this would involve too much lalxmr would result in 
jerks and would be open to more errors of judgment The figures /*er capita 
form an index of the growing Stock of Gold Moiiev after allowing for increase 
of population 


• Fxclndlng India, China and Fgjpt, where they are Bpecjfied, in order to make the com 
panson fairer 
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population IS mclicated in the table Ihe block ot Gold Mouej rata ot increase 
“hows a certain amount ot slowing down and this, is just what one would expect 
if Gold Money has increased in efficiencj with tune as is no doubt the ca^ 
The rates given are not those of the economic deyelopinent of the world but the 
increases in Gold iloney necessary to maintain that rate of deyelopinent It 
adequate statistics of world economic factors were ayailable the) would doubt- 
less show higher percentage increases than shown and as an example the yvorld b 
pig iron output (not a money factor) increased 4 59 per cent and 4 02 per cent 
tor tlie two sections of the period l8ol 1907 and 4 7b per cent and 4 23 pec cent 
for the two sections of the period 1844 1913 

SM. The attached chart i& drawn on a onifonn logarithmic or ratio scale so 
to give equal rates of increase precisely the same slope and to enable the various 
curves to be directly compared It gues the grow ng Stock of Gold Money 
showing clearly the impetus given by the Californian and AustrMiau discoyenes 
of 1848 1851 and by the discovery of the Rand in IBSb together with tlie ‘slacken 
ing off yvhicb subsequently occurred in each cose The straiglit lines jummg 
portums of this curve indicate that the rates of increase were different at different 
times (and it would of course show other differences if other portions of the 
curve were taken instead) The chart also gives the Sauerbeck— Statist index 
of Wholesale Prices of Commodities and the Bank of England Rate for Di'^ount 
The litter is given on a three years moving avenge to pirtly remove the often 
violent annual variations which ate recorded in the writers Trade Cycles 
Chart Through the Commodity Price curve and also through tint of the Bank 
Rate are drawn lines showing the Stock of Gold Money for direct companion 
In i^awmg such curves it has naturally been necessary to ipproptiitefy slope 
the Stock of Gold Money curve so as to make it move about i horizontal level 
and this has been done by dnwmg such lines as much above or below the hon 
zontal base chosen as the Stock of Gold Money curve is above or below stnieht 
lines (shov^ on the chart) drawn between 1851 1884 1884 1907 and 1907 19^8 m 
the case of Commodity Prices and between 1851 1870 1870 1909 ind lono'ioa^ 
in the case of the Bank Rate i e between years when PriJes and the Ban! 

(ram years average) respectraely stood at the same level eicept for thriirreat 
peneds for whieh a drop of 02 per cent per anmra on 116*^0,601058 ?ate of 
increase is issumed as i result of the previous figures The fii u j 

the Stock ot Gold Money « aa good aS coold he «I?eted the vt S f 
Prices from the comparison line being mainly those due tn the t 
variations rah.ch are Mperimposed on tge fimdimentnl movement or trend nro 
(luced by the varying Stock of Gold Monev In the case of ihrSli o . .0^ ra 
IS as good and the trade cycle anctuations swinv foTcurve aW?^ 
side to side o! the Gold Mmey line The writer s Sr mnl t ' ‘ 

the corrrapondence between t^e total gold supply and SJs oTPZj’^'^} 
met with very indifferent resolts ^ ranees ot Lominoditles has 

fluent „fo4“^rtrrSrm^rsiSUt;'nt^^^ 7™ “ft- - 

espeeially as the doubt as to the periXfe^ In^SS pro" 
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duction tradfe and toiumcrct. will bb icachcd md tlio speed "ind nature ot the 
leturn to the gold standnrd after its, abindonineut during the War by everj 
country e\ccpt the United States of Amenta On the chart the stock ol gold 
jnonc) ha<? bt^ri extended fioin 1024 to 1930 on the basis indicated in the pici lous 
*50011011 of this *5tatLment and the corpcsponding moncj lines have been extended 
through the conunoditj prices and Bml Ratecuiaes from 1^0“ and 1909 respec 
tivelj to 1030 on the method alread) mention^ 

20 riie fir&t point to be noticed is the chaiacter of the stock of gold money 
curve, which ro-^e strongly from 1849 to 1801 wJiilc between 1861 to 1918 the rate 
of increise was sensibly lesaenetl and from 1891 to 1918 the rise was again 
prominent During tlicse periods (subject to n lag of some years) prices of 
commodities and the Banl Rate rose fell and rose respectively as regards their 
general trend and there is no doubt that but for the War the general advance lu 
prices and the Bank Ratewhidi commenced about 1800 wouln have lasted until 
about 1*120 Since 1018 the rate of increase in the gold money stocl has sensibly 
Ic^ened as it did in the period 1861 1801 and this state of affairs seems likely 
to continue for some jears to come so that at nnj rate for another ten years to 
come there should (apart from the War) ha>cbccn an appreciable fall in prices and 
a decline to a small extent in the average Bank Rate Allowing for a lag m the 
opt ration of the influence of the siocl of gold money and a'ssiinnng that the chart 
has been correctlj drawn prices should ha^e risen fcn the basis of 1913 ~ 100) 
from 80 to 1890 to 100 it 1920 and then should have lallen to 90 at 1930 and 85 at 
1035 and the Bank Rate after rising from Uie neighlKiurhood of 3 per cent at 
1895 to the neighbourhood of 4 per cent at 1920 should have remained more or less 
at that level afterwards consinering of course onU the matter of trend and not 
trade c)cle %arntions 

27 That prices w ill actually reach an index of 00 by 1930 is loo much to c\ 
pcct astho influence of the War will not ha^e ceased bj then or probably for some 
tinmaftcrwards but already the) have dropped from the high level of 230 (gold) 
for 1010 1920 to about 140 in 1922 1923 witn a recover) to 158 for 1025 while the 
present figure is 148 It would seem endent from a stud) of the chart that tliej 
may go a considerable way towards 00 in the next few }cars Generally it seems 
that unless strict econom) in the use of gold is exercised the tiend of prices must 
be do^vnward for a long time to come The Bank Rate should apparently 
oscillate about 4 per cent with if an)thing a declining tendency 

28 As previously shown Professor Cassel applies his required annual rate 

of increase of 28 per cent to the aggregate gold production and at the Brussels 
Ccnference of 1020 he gave £100 000090 as the annua] ^Jd production then 
uercsstT) \T) Tneet tcwiOTfiat: Wit: nxiara V'tft 

stability of prices The amount increises of course annuall) at 28 per cent 
conipound interest and the £100000000 needed m 1020 would become 
£132 000 000 per annum in 1930 and £174 000 000 in 1040 These figures compare 
with an annual gold production which is at present £80 000 000 per annum has 
never exceeded £90 400 000 and has averaged £74 000 000 for the last eight years 

29 Using the different figure^ of the present statement and in view of the 
rate of increase in the stock of gold money having been 3 09 per cent per annum in 
the period 1851 1884 and falling to 291 per cent in 1884 1907 owing to the in 
creasing efficiency of gold money the rate of increase at present applicable may bo 
taken at the 2 7 per cent nte already suggested Inl907 the stock of gold money 
was £1 2S9 000 000 and the following compares the amount at which this should 
increase to keep pace with the world s economic devrfopment with the actual or 
anticipated stocl — 
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, . . jf Tlnrmr the lO teits 1020 35 an aierago of 

The position speaU for money stoci is reouiretl and the 

£04 000 000 per ann™ of addition to the present falis short of this 

estimate based on Met” atlclell an aieragc of £32 000000 

by aboat 55 per «nt The past a„ average rather less 

D6r annuni and tli6 for to© J cmld hntli in rcf^ird to 

l=SSS3»p:S! 

Mvn"— I. “pnces and of a diminishing di-ree of prosperitj and economie 

development throughout the ciYili'sdirorld mclnding India 

30 The amount of gold required to I imp pace with the economic Progreas of 
Great Britain cannot be sharply distmgmshed from that required for the world 
IVhat affects one will affect the other and comm^ity prices arc to a large extent 
world prices 


II— SnVER 

TSE Effect of the Price of Sit\En on the PnooEcrnoN of the Metal 
31 There are striking contra<?ts id the minner of otcnrrencc and winmnj^ of 
j^old and siher which (from an economic point of MCvr) nu) be sumitiTnsed 
thus — 

Gold Silver 


Almost always natiT© (cheimcalh 
free) Usually associated with sui 
phides &,c ot other metals 

Largely found m alluri-vl in banket 
and m lodes 


Mostlj iron for it<iel£ alone 

Subject to sudden increTse^ of output 
owing to alluvial discoveries and 
such disco\*eries as that of the 
Rand. 

British Empire produces 70 per cent 
of world s output 

America (including Canada) produces 
30 per cent of world s output 

Output at its highest (1915) 198 per 
cent above 1893 

Output for 1925 147 per c«nt abo\e 
1893 


Vlwajs chemicallj combined with 
sulphur and other eleraeiUs except 
when It occurs native in oxidised 
deposits near the surface 
Keier (practically) found in illuvial 
or m lankct and almost cntirclj m 
lodes and other non alluvial ore 
bodies 

Largek -\on with other metals often 
as a i ve product 

Not b'jog found m alluvial there is 
less liability to sudden increase 
Cobalt was exceptional and its pro 
duction has olreadv fallen to about 
one third of the maximum of lOH 
British Empire produces 15 per cent 
of world s output 

America (including Canada) produces 
S5 per cent of world s output 
Output at Its highest (1923) 50 per 
cent above 1893 

1^25 42 per cent above 


Silver being largelj won m association with other metals it becomes desinble 
for the purpose of this enciuiry to ascertain how far it is won for ito o^n \\\ e 
and how far as an accessory or bye product Official figure:, ate obtainable nnlv 
in respect of the United States and Canada which represent about 
of the production and in the case of the United Stoter^ i, i f .. 

sepaxate between nlver or silver gold ores where silver is the iuotp -p ^ 
and gold-silver ores where the ^d contents ale So^ 

It possible it must be realised that it is difficult to draw a dividiTxo u 

the two classes for one shades insensibly into the other Wherp^«tl°^ between 

m conjunction with base metals— copper lead zinc and (in^livii?t n 

be sharply separated because aich ores are always smelted whdo 

and gold alone are won~from siMiaUcd dry ore.!i,nart I 

with some chemical treatment are almost exclusivelv^TYxr .1 ^ 

exceptionally high grade ore whnh may be vent to smJSei 

Menco vr^ch la as important a producer as the United 

combined the necessary data for making a separation hetTO-Pon Canada 

cannot be obtained from official sUtistL if has 
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32 \s regards the XTnited States the proportions of ‘sjlver obtained from dry 
siliceous ores and from base metal ores according to the United States Geological 
Suirej ircre 27 8 per cent and 72 2 per cent re^pectivelj m 1900 21 9 per cent 
and 751 per cent in 1905 404 per cent and 506 per cent m 1910 and 395 per 
cent and GO 5 per cent in 1913 while in 1924 they w^ere 31 9 per cent and 63 1 per 
c'ent But it is better to ob'serve Ibe quantities ratber than tbe^e percentages, and 
then it IS found that from 1900 to 1924 except during the years around the end 
of the -vrar the output from ba«:e metal ores x^as ‘Steady throughout at between 
41 000 000 and 45 000 000 fine ozs per annum any variation m the country s 
total production which during that period moved between 52 000 000 and 
7a 000 000 fine ozs being traceable to dry siliceous ores This steadiness and 
lack of increase in the output of silver from base metal ores is the more remark 
able because the United States production of copper zinc and lead has increased 
from two to four and a half times since 1900 Such a result is doubtless due 
partly to some of the more important copper mines carrjnng little or no silver 
and partly to the proportion of silver in the base metal ores decreasing with time 

33 Taking the } ear 1924 one may venture on the following estimate of the 
origin of the worlds silver output ‘ Silver ores in the table are to be con 
sidered as those containing either siUer alone or more usualU silier and gold 
ores where the silver constituent is the most important in value (i e ores which 
are won mainly for the sake of their silver content) “gold ores are tho«e con 
taming gold and silier where the value of the former metal preponderates (i e 
ores won niainlv for the =«ake of their gold content) and ba^e metal ores are 
those where copper lead zinc and tin or one or more of them arc associated 
with Sliver and gold and where the value of the base metals preponderates 
Often of course silver or gold ores contain base metals but in quantity insuffi 
cient to lustifj smelting and in such case the) are treated in quartz mills for 
their content of precious metals onl) and are then classed os silver ores or 
"gold ores In Alexico a large proportion of the smelter production — the 
writer tal es it at as much as 20 000 000 ors — conies from material high in silver 
and low m lead or copper and this is accordingly classed among silver ores — 
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The figures are uncertain as may he gathered b\ comparison with other 
estimates — 
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• Report on tl World s I rodnction of S Iver lo the Indian Cnrreacy Commilte® of 1919 
Ounces ndde I 


34 The estimate now made indicates that to the extent of about two-thirds 
o' the output silver is not won for its sake alone but either as a b)e product or 
in conjunction uith gold If a substantial fall m the price of sjher were to take 
place any consequent curtailment of the output would hardly affect the base met il 
product at nil would have more but still little mfluenoe on the production from 
roldores and would have its chief effectonsilveroix le upon 37 per cent of the 
silver production Tven here the effect would he smaller than might at first sight 
le expected Ijecauce inca‘=e where the profit is sufficientl) large to leave a favour 
able balance at the lower price level production would continue and might even 
ll -itv * 
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when It blromes miprofitable to work it until ncccssitj in the slnpe of refusal 
to keep up t! e supply of further funds cranpds cessation of olieritions 

85 During tl e period since 1800 the output averaged over periods of Kicu 
to ten years has been steady at about Oil fne oz per 1 ead of the world s pop'da 
tiou while from IStl to 1011 — when die price of sl ier laried eatremely—tbe 
aggregate value of the annual production moicd only between o Jo anti a tfl 
per head 

36 Irom 1835 to a le-w years before the ar the curves of the production 
and the prioe were complementary (i e rnovod oppositelj in relation toeicli other) 
to a remarkable degree a steady or slightly rising output accompany ing a steady 
price whether at 656? or 30d per fineoz while the great advance in production 
from 1874 to 1893 accotnf aiiied the slunip from the liigher level to the lower In 
recent years (1010 1922) in the United States with §1 per fine oz or more paid 
for domestic silver the output of the United States was the lowest since 1910 at 
an average of 55 000 000 oz per annum Thus there are indications that a high 
output IS consi^itent with a low price and a low output with a hij,li price In the 
years 1017 1920 when the London quotation of silver was exeeptionallv 
exaggerated the output was 17| per cent below the level of 1910 1012 and since 
with a lower quotation it has advanced beyond tl e pre war level 

37 "W hile there w as a very 1 eav> fall m price down to the 3® fd per fine oz 
of 1893 the relapse after that date to 200/ in 1002 conhl be calculated to lie 
1 ardly less severe in Us effect on the mai^in of mining profits but for the w liole of 
this interval and for four years thereafter— r e 14 years m all— the worlds 
production kept remarkably steady the annual amounts never varying more than 
9 000 000 oz iToni the average of 160 000 000 oz and showing no tenuercy either 
to rise or fall During this period the important cvanide process w as introduced 
(from about 1895) and generally metallurgy inproved so that the extraction of 
silver from its ores was markedly increased which no doubt Ind its effect in mam 
taming tbe output and preventing the disappearance of mining profits 

1011 the output of Mexico was 79 ODD 000 fine oz and it fell to an 
average of p 000 000 oz for 1914 1917 owjDgtoihffrero}{itnynan'tfcub}es /« t?tsi 
country which synchronised with— but w-re not due to— the Great ar For 
the ten years 1912 1921 after winch the annual rate recovered to 81 000 000 oz 
nomZF,’' MOOpOOOO oz wbllo if it had continued at 

79 000 000 oz per annum it would have been 790 000 000 oz <?d that nc nntniit was 
reduced 244 000 000 oz tn this period Thu amoiint added ?o the world facS 
production of 1 8B1 000 000 oz would have undo it 2 l2o 000 000 oz or 13 Mr 
cent more and in such case the shortage in 1918— relieved kv i>,» Tin » i 
Government s sales under tbe Pittman Act of an amo^^I ^ ^ 
this ten years shortage-might not have been felt so acutely ^ iTm d ffiLlt“how 
ever to say whether Mexico s failure to contribute its ^ * 

caused a rise in the price of silver because of the conditions ^°v. *^*1 oi^put 
But the obiect of the present remarks is to indicate that in tl?p 
been largely-in the aggregate and over long 
that a considerable increase m prodnctxon may occur in suite^nTS'^ 
vice versa Tbe point at present being considerS^iVSn?!!® ° 
demand) upon prices but the effect of prices on sunnlv /n^ (and 

different matter ^ (production) which is n 

39 The conclusion reached IS that a reduction of TirifVA 

severe would not necessarily have any but a eradnal pffLf 
least that the effect would be considerably less than Tn,rTV.f production or at 
standards applied to other commodities'^ This idea ic koclli ^’^P^oted if judged by 
dealt with above — chief among whii^ are that silver i« ^ variety of points 

with other metals that ordinarily the nrodnetmn fim[y won in association 
sanly as the result of new discoveries more than rpnln v?ith time not nece< 
as the result of improved metallurgy thatthenast exhausted mines but 

price necessarily reduces production and that there i,! ^^oicated that a falling 
amount of inertia or lag m movements from the nature oHh ^ considerable 
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liiE Relation between the Demand pop and the SuprL\ or Silver 
40 It may be gcuerally said that estimate^ forecasting the future of silver 
arc usuallj unduly optimistic owing more to overrating the probable demand tlnn 
to understating the probable pioduction As examples the following iiiaj be given 
The first is extracted from an article by Mr Moreton Trewen in Ihe Nineteenth 
Centur) for February 1915 quoting figures* stated to lia^e been supplied bj the 
Director of the United States Mint to Governor Boyd with the phraseology there 
used and the second is from The Mineral Industry for 1918 quoted by 
Professors Carpenter and Culhs in their Report on the World s Production ot 
Silver to the Indian Currency Committee of 1919 but there attributed to a 
different source — 


A 30 years forecast for sxloet 1918-48 
Annual demand Stiver at 5s per oz 
Net silver to liquidate India s annual balance of 
trade (£70 000 000 or Es 2 per capita) after 
defraying her lionie charge* 

For China Hongkong Malaysia and the Phil 
lipmes 

World s silversmiths demand on pfe War scale 
For subsidiary currencies Europe and America 
New silver for the currency requirements of the 
Nigerias West Africa German and British 
East Africa 

For the reimbursement of the Bland dollars 
(Pittman Act) for say eight years 

Total demand 

Present world production from the mines c&ti 
mate of Director of the Mint for 1910 17 

World e deficit say 


Oz 

250 000 000 

Mtnetal 

Industry 

1918 

0^ 

150 000 000 

50 000 000 
120 000 000 

70 000 000 

40 000 000 
75 000 000 
60 000 000 

100 000 000 

2o 000 000 

50 000 000 


640 000 000 

350 OOf) 000 

357 000 000 


483 000 000 



41 1 able II att icl od with the complementary Tables III and IV sliow the 
actual supply and demand over a long period of time in quinquennial and thirtj 
year periods The figures from the discovery of Ameiica m 1493 do vn to 18ol 
(their division under the various head* being guessed) are inserted m an attemp 
at compietene-vs fable III shows how persistently India has absorbed silver and 
with more regulai ity than in the case ot gold The preference for gold has become 
pronounced in the last 80 years and the proportions (in value) of 70 per cent of 
silver and 30 per cent of gold in the 00 years to 1894 changed to 45 per cent and 
53 per cent respectively in tlio period which bos since elapsed Nevertheless the 
absorption of silver in the three successive periods of 30 years each to 1894 was 
493 000 000 oz 783 000 000 oz and I 930 000 000 oz The rate of increase seems 
at first sight to have been affected by the icduction m puce Tins is no doubt 
true as regards private imports but including Government purchases for coinage 
the prices annually from 1900 and 1917 moved largely according to the size of the 
Indian importation the years of heaviest absorption being usually those of highest 
price 'indticever’^a Indeed in the 11 year* or Government purcl a«es the annual 
average price varied between 24 7d aDd40 9t/ poi standard ounce while during 
tW 7 years when private imports alone took place the annual average price moved 
only between 23 7d and 2o 3d — a difference due to the Government s considered 
practice of only buy mg when requirements could be clearly foreseen 

42 Private and Goverm icnt net imports of silver since a year aftor the clo* 

nig of the mints haie been — ■ 


— 

1 Pr nte 

Government ' 

Tuta! 

5 yenrsto 189^-00 

1901 0 

I009 10 

1914 n 

mm •’0 

la 1 ‘Jo 1 

tme 073 

1 mijOOOOOO 

1 155000000 

1 ’30000000 
901000000 

97 000000 
3»700a000 

1 109 000 000 

1 17’ 000 000 i 

81001 000 1 
467 000 W 1 
3 000000 1 

1 196.000 0 0 

■ 904 000 000 

40‘’ono(.o(i 
’S’ 000000 
, 491000 00 

I %0000000 

Vnnnal averages 

10 years to ' 

mi4 15 

19'’ t •’5 1 

1098000000 

632.000 000 1 

1 1030 000000 

9S 300 000 
43100000 

3S 100000 

10 9000(0 1 

23.300 000 1 

1 47010000 1 

1 39 ’00 OOO 

, ij'?4onox) 

1 8j 400 000 


a 2315 
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Tie private import figure of coo« ton ‘^5 ',Sn‘bj 

wafmporSd |Svattlj!tauS3^W»<J^ “ mediately foUowed 
two and a halfyearo of prohibxUon of unpoTts and the cancellation of the 
duty In T’ew of this and the earlier figures it would seem tliat, assuming 
cSLtiST remain unchanged, the arerage private demand may be 

50000 000 oz rising to 70.0O0.000 oz per annum, to which the requirements for 
comac'e doubtless on a reduced scale as compared with the average of the last 
20 years and requiring say 30.000,000 oz , must be added 


43 China s demand is more diffcult to estimate, thongh smaller figures come 
into question. Its ab^rption according to the published Customs figur^ given in 
Table R" (which are probably mneh below the mark for reasons referred to in the 
footnote to that table) vanes exceedingly , and it has taken as much as 113,000,000 
fine oz in a year— the abnormal year 1020 Taking the seven quinquennia cover- 
mc» the period 1&90 1924 the quantity figures as jndged bj the London price are — 
SltoQO.UOO fine oz , 57,000,001) oz , then an out turn of 23,000 000 oz toUowed by 
another of 75 000,000 oz and for the last three qumqueuma net imports of 

123.000. 000 oz , 13.000,000 oz , and 311,000,000 oz On the figures it disgorged 
silver in 1E90 1891, 1901 190S, and 1914-1917, absorbing it in the remammg years 
The total for the 35 years was 432,000,000 oz , or an average ot 12 400,000 oz per 
annum For the Jo years to 1924 it was 447,000,000 oz or an average of 
29,800,000 oz , while excluding the 5 years to 1910 it rises to 43,400,000 oz per 
annum. It would «eem that China s absorptive power is growing — though as the 
trade returns show an adverse balance every year on merchani-se it is difficult to 
judge — and the demand for the next 10 years is likely to average anything between 

30.000. 000 and 50 000.000 oz per annum, though as in the past the ansorplion 
may well be less— or more 


44. The industrial arts before the war, as in the case of gold, took au increas 
ing amount of silv er, in addition to old silver re utilised Even five v ears, from 
1B75 to 1014 there was an appreciable increase, but since the war tbere*has been a 
marked decline, which is probably only temporary The more recent figures for 
new silver are estimated as follows, but for the la^t 10 vears esUeciallv are verv 
approximate — • : i 


5 jearato l^Ol 
„ 1009 

n 1914 

„ 1919 

„ J924 


liaiied Stai«s 

Ee-'t of World 
(trcludiuj Iniba 
and China) 

Ftae oza. 

T-*0 0,000 
10t.0l>0,000 
120,C«).t'00 

114 01-0.100 
132.000.000 

Fine OSS 

isoooooco 
201, 000, 000 
240,OCm.OOO 

136.000, CW 

113. 000. 0CX) 


Total 


Fiat 

205.000. 000 
3ioooo,a» 
3COlVio,000 
250,000000 

510.000. 000 


The United States before the War took about a third of the tni-*! .»« j t 

after bemgtempOTanly ched.ed.rs again gromng. thehicW 

bemg 31,300,000 or ri 1922 The ?est Si the worW KoXabk 'r'* 

needs and its reaiverv’ will be slower The industrial ahsirption 

10 y ears will probably be 60,000,000 to 50,000,000 oz annually 

45 The requirements for coinage for the rest of the world aro i a- 

to estimate lor the figures very widely la a few’ vears to difficult 

ab^orlxKl nothing and indeed added to the supply, first hi 
and realisation, and latterly by rea-on of the debasement of hoarding 

judging by pre war standards it should need 25,000.000 oz risinc. 
a y ear, and the amount may well be considerabh more as a re-,ult oz 

re monetisation -kmerica— mainly the United 'States and Mevirr. »i 
which ha« re<.^nlly been evceptionally coining at the rate of 10 000 
annum— should need lo 000,000 oz a year Africa has abwherl Tn ^ 
hut in recent years has di»gorged It mav be ‘=et down tVr amounts. 
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40 The prcKluction of silvex m tbc uext ten jears — gueii no i>ui})riscs with 
effects &imilai to the Cobalt discoveries or theMevicau revolution — maj perhaps 
be gaugeil from the tiend of recent years, and may be set down at — 



1925 Output 

Posable 1835 Output 


Fine oz 

Fine oz 

Mexico 

89.000.000 

105,000,000 

United States 

66,000,000 

75,000.000 

Centr.il and South America 

27,000,000 

30,000,000 to 40,000,000 

Canada 

20,000,000 

20,000,000 to 30,000,000 

Australia 

11,000.000 

5,000,000 to 10.000,000 

Rest of the World 

27,000.000 

25,000,000 to 40,000,000 

Total annual production 

240,000,000 

260,000,000 to 300,000,000 

The consumption already suggested is — 



10 years, 1920 1935 



Fine oz 

Industrial arts 

60,000,000 to 80,000,000 

India 



i’nvatc impoits 

50.000.000 to 70.000.000 

Coinage (average) 


30,000,090 

China 

30.000,000 to 50.000,000 

Coinage 



Europe 

25,000,000 to 33.000.000 

America 


15,000.000 

Africa 


6,000,000 

Rest of Asi V 


15,000 000 


lotal expected oiuiuil con'^uinption 230,000,000 to 300,000,000 


47 Probably the dein ind ■will on the whole be a gi owing one, and sometlniij' 
near the lower of the limits mentioned maj be held to apply at the beginning of the 
period and pomething near the higher at the end of it 

48 Ihus the position at the beginning and end ot the period may be vitwcil 


hS follows — 

1020 1835 

Fine oz Fine oz 

Production 240,000,000 280,000 000 

Consumption 210 000,000 280 000000 


Over or under prwluction Nil Nil 


The demand must m tlie event be equal to tlie suppi}, and the price of sihcr 
will be adjusted to make it so 

'lilt Lfpect on the Price or Silver of Realisino 20 Croues or 
Rdpees Annually 

49 The proiKteul to sell Ob 700,000 fine or anniiaJJj for teu ye irj? nc»csNii ilj 
involves a discontinuance of the use of new silver for Indian coinage Ihc 
amount therefore is in effect about 100.000000 fine oz jeirly 

50 In the piev loui s.eUon the writer has. a'^uined the prob iblc aiimial i iit 
put of silver for the ne\t 10 years, vvitb luihm conditions unthangevi it m aver 
a"t of about 205 000,000 oz , and has als> ventured the opinion that to a large 
extent the output is indciicndcut of price, as for the ino>.t part viKcr is won 
vnth other metals. Postulating a material revluction in price the expected outjmt 
uuf^ht be rctluced by 35,000 000 oz to 230 000000 oz jx-r annum, but llio salt 
of the G'' 700 000 oz would in effett add that amount to the proiluction rai^uig 
It to ‘lay 300000,000 oz yearly Demand and suppU would be equal and 
chcapcr’^silvxr would stimulate tlie coniumplion of China ind the induUrnl 
arts, while it would hardly affect coinage in t/ie rest of the world It would 
probably aleo stimulate the private demand ot India, unlwi the degrading of 
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the ropeo caused a lack of faith in silver Ihe position aught change as follows, 
taking auiiii vl averages for the ten years 



Fiom 

To 

Increast 

Indu PnvaVe inurf>rts 

China 

Industrial Arts 

woSuojo 

1 40000000 

1 70000000 

I me oz 

go 000 0011 

1 55.000 000 

1 100000000 1 

33% 

Demand 

India Coinage 

Coinage of rest of the World 

17OOOUO00 

30.000000 

65.000000 

236,000000 

NiJ 

65 000,000 

Nil 


265000,000 

dOO.OOU.OUO 

1-1% 


Thus supplies would be increased by 13 per cent , but in order to absorb them 
those who have the choice of buying would (unless silver were to cease to be .i 
marketable commodity) be compelled to increase their takings by an average ot 
38 per cent This would mean a profound change m the position and it could not 
be effected suddenly and must take time The more quickly it were applied the 
wilder would be the variations in the price of silver and the effect on production 


51 In a previous section of this statement attention has been called to the fact 
that the fall in the price oi silver following its virtual demonetisation in Germany 
in 1871 and the closing of the Indian mints in 1893 did not prevent a very large 
increase m the production taking place and that the curves of the production «and 
the price were complementary (i e , moved oppositely in relation to each other) to 
a remarkable degree This of course, suggests that if the curves were entirely 
complementary the aggregate value of the annual production would reniom at 
the same level How tar this is the case is indicated in Table II , which shows 
that It varied little in the 20 years before the War As a matter of fact, from 
1894 to 1911 the annual values of the output only move<l between £17,700,000 and 
£25 100 000, a variation of not more than 18 per cent from the mean, the values 
slightly increasing with time This phenomenon is altogether contrary to 
experience m regard to other metal commodities, as is shown in the following 
table The period covered is the 20 yeais 1893 1913, split in the middle, and 
three year (centred) averages are used in order to cancel to some extent the dis 
torting effect of trade cycle movements Index numbers are placed below each 
figure — 
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53 ^? 

if one discounts the siher fibres of the 1893 1903 period, in view of the effect of 
the closing of the Indian mints to pruate coinage the fact remains that ten years 
after that closing — for it took a long time for the demand to readjust itself to the 
shock — the value of the production had not risen as in the case of base metals, nr 
indeed risen at all, though it increased afterwards till the War 

53 The figures of the j cars 1914 1922aroiitterlvunrepresentatMeof noriml 
conditions, but it happens that the faitlj well defined trend of the production 
lalue between 1902 and 1913 subject to trade cvcle fluctuations Mas represented 
by a rising straight line, nhich, if extended through the War and after War 
period, would pass through the £33,000,000 to £34,500,000 (gold) values of 1923, 
1924 and 1925 and would show a \alueof £38,000 000 at 1930 and of £41,000 000 
at 1935 With a production of say, 260,000,000 oz in 1930 and of 280,000 000 oz 
in 1935, these values Mould mean prices of S5d per fine oz at both 1930 and 1935, 
gi\en that Indian conditions remained unchanged According to the fir'll table 
aboie Indian private importers China, and the industrial arts if Indian con 
ditton*: remained unchanged would have been expected to paj 35d per fine oz 
for 170,000,000 oz or £24 800 000 per annum, and if it is assumed they were 
willing to pay that sum for the 235 000 000 oz they would be asked to take (i e 
that the price Mere merely proportionately reduced), it would mean a price of 
253d per fine oz or23 4d per standard oz 

54 This assumes that the rising trend of tlie value of the production con 
tinned iminterruptedlv through the War and after War jeirs oi could l>e picked 
up at its normal point now One In*' however, to remember — • 

(1) That as shoMn in the “Gold ” section of this statement, the 
trend of commodity prices and economic factors generally should, quite 
apart from the War and the changes it has brought about, have continued 
until 1920 and then hjive turned downward or flattened 

(2) The effect on the silver price of eyents comparable to the sug 
gested policy, such as the virtual demonetisation of silver by Germany m 
1871 and the closing of the Indian mints to private coinage in 1893 

(3) The very demoralising consequences to the market of having this 
additional silver hanging over it for ten years 

(4) Tlie possibility that the people of India would lose faith in silver 
as a result of the degradation of the rupee and consequently decrease 
instead of increase the private imports 

(5) That much would depend not merely on the Government’s action 
as regards silver but also on its policy as regards gold If that were in 
the direction of introducing a gold currency it would largely augment the 
already esces«?ive demand for a metal that threatens to be increasingly short 
supply and the prolonged fall in prices generally wliicb from other con 
siderations Ins been as'sumed would be considerably accentuated This 
would, of course have its effect on the price of silver 

In view of these considerations it would be bold to expect an average price 
of 24rf per standard ounce to be secured 



[ Consumption of thf Worui’s Gold bopFLT, and Worid’s Stock of Gold JIoney 

(Jn mUhoni of pounds sterling at 84/llJ per fine ounce ) 

(Proponion of current output consumed as additional figures under first five headings ) 




Iji/lll II — C0N‘1UM1TI0H OF TIIF Wouin’s ’SlIVUl SUllLY 
{In miUiom oj Jjtie o«n«« ) 

(Froporfton of current output tOMiumwi tu addihoiud figiiret under prH /ite hemlmgx ) 



»?u. 




Tabif IV — China’s Absohitioii of Sicfek and Gold 
{In millions of pounds sterling, fonier^crf at average exchange for each year 
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Table V — Distribotioh of Worlds Total Gold PEODUCTIO^ 
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Supplementary statement submitted by Mr. Joseph Kitchin of the 
Union Corporation, Limited, London, on ‘^Redundancy in the 
United States Stock of Gold Money.” 


This matter may be looked at in three ways — ■ 

(1) From 1873, when the United States adopted the gold standard and had 
only £22,000,000 of gold money, to 1887, when its stock reached £134,000,000, 
tne country was eYidently colle<^mg its necessary stock of gold. During the first 
bii years of this period its currency was at a discount From 1887 to 1895 
commodity prices which commenced to fall m 1873, reached their lowest point, 
and the stock fell to £104,000,000 From 1895 to 1913, during which penod the 
world’s stock of gold monej was advancing rapidly and commodity prices were 
rising strongly, gold money in the United States increased every year (except in 
1909) until It reached £392,000,000 From the end of 1914 to the end of 1924, 
owing largely to the effect of the War its stock increased from £371,000,000 to 
£935.000,000, and in 1925 the tide turned, redocmg the figure to £907,000,000 
At the 1895 1913 rate of increase it uxiuld now be £584,000,000 or £323,000,000 
less From 12 6 per cent of the world’s stock of gold money at the end of 1895, 
the United States proportion increased to 247 per cent at the end of 1913 It 
was 22 4 per cent at the end of 1914 34 per cent at the end of 1918 28 8 per cent 
at the end of 1919 and 44 5 per cent at the end of 1924, and is now 424 per cent 
At the 1805 1913 rate it would now be 27 4 per cent , the difference of 15 per cent 
on the world’s stock of £2 137,000 000 at the end of 1023 being the before 
mentioned £323 000 000 This way of looking at matters tends to exa^erate the 
final figure because it assumes a simple or fixed annual increase, while economic 
progress should advance at a compound rate requiring a rising increase m at^lutc 
amount per annum 


(2) The increase m the holding of gold money shown by the World and tlie 
United States in the 18 years to 1913 and the 12 years to 1025 respectively have 
been — 


— 

World 

United SUtes 

1895 1913 



lucrease in Stock ot Oold Mono) 

; £827,000,000 to £1,58{>, 000, 000 

£] 04 000,000 to £392,000,000 

Componnd rate of increase per 
annum 

3 7% 

7 6% 

191 1-1925 



Increase in Stock of Gold Money 

£1,588,000,000 to £2,137,000,000 

or 1 35 times 1 

£392,000,000 to £907,000,000 

Componnd rate of increase per 
annum 

2 5% 

7 25% 


During the 18 years before the War the United States increased its stock at twice 
the rate of the world, and this is understandable in view of the rapid increase 
of wealth in the country From 1914, owing to the operation of the Federal 
Eeserve Bank system, it should have needed proportionately less gold, while on 
the other hand, its late entry into the War increased its requirements relatively 
to the rest of the world In the period 1913 1925 the world’s stock increased at a 
lower rate than in 1895 1913 (94 per cent of the addition to the stock come to the 
United States), and if consequently tie United States had needed to increase its 
stock at say 5 per cent per annum instead of the 7 6 per cent of the previous 18 
of £704,000,000 at the end of 1925 or 
ir2Od,000,000 less than the actual figure ’ 
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can be applied to tbe Tederal Reserre 
monotory position in tboTJnited States 


^tem Figtiret> showing the recent gold 
are os follows — 


US TbEASDBi- SrATESfEATr 


(In miUtons of dollars ) 


— 

1 Jan 
1 * 12 J 

1 Tan 
1924 

1 Jan 
1925 

1 Tan 

102 c 

1 MarcTi 
1926 

Gold com ond bnllion hel 1 m Trcasaty for P R 
Banks and Agents. 


2 220 

i.ev? 

i 1649 

1655 

GoM coin and bailion oatai le Treaanrv held i.r 

220 

278 


1 290 

512 

F B Banks and Asents 



Gold certificates fcovered 100% in eoll mTreaanrvl 

40 1 

59) 

■>1S 

598 

6‘>1 

held by F R Banks and Agents 


1 



1 2 SU) 

2895 

1 2 780 

2 W 1 

1 ^'58( 

Goll certiGe^les (coTerc 1 100% in^,ollin Ireasniv) 
In clrcnhtion 

Gold com and bullion m circulation 

1 at 

6*52 

'71 

3 114 

1 107( 

40 j 

41-) 


4^4 


Other gold lield m Treasury against 0 S Notes etc 


a>7 

1 

5.51 

101 

Total stock of gold com and bullion jd t) e 

tRft 

4 ’47 

4 ')4j 

4 408 

4415 

United States 






Total stock of money (including silw) in citcnh 


4 9ol 

499) 

5 008 

4 814 

tion in the United States 






Total stock of monev (inclaling siWer) in orcuh 

42 KI 1 

44 39 

44 05 

41 C‘> 

41 84 

lion in the United States per capita 







Pedfrai Rfserve Board Statement 


— 

3 Jan 

1 132) 

2 Jan 
1924 

1 31 Dec , 
1921 

JO Dec 
1)25 

) 7 April 

1 1921. 

FR Notes In actual clrcalation 

Total deposits of BeserTe Ranks 

2411 

1 202) 

2245 

20-)l 

18C2 

2 511 

1835 

2 357 

1 

2 278 

Total F R Notes In circulation anl deposits 

1 4446 

4 210 

4195 

lit"* 

1 3951 

lotalPR Goll Heserres 

Proportion of Goll Reserres to corob ned Notes 
and Deposits 

J04J 

1 b7 4% 

1 

3084 

71 8% 

2 947 

70 4% 

2 704 
64 5% 

j '7W 

' 70 8% 

The following rearrangement of these figures may lie mWed 
the probable redundancy — 

(In millions of dollars ) 

With 1 

note of 

— 

£nl 

192’ 

Fnd 

19»T 

End 

1924 

Fnd 

J9’5 

'Sja" 

Total F R 27otes m circnlahon and deposit* 

' 4 436 

4 296 

4173 

4192 1 

3 231 

Gold Reserves require 1 at 50% 

gois 

3<W9 

2148 

5084 

2086 

2 937 

2 096 ' 
2 704 

1905 

2 783 

Difference— apparent rednndmey 

831 

936 

8j1 

eos j 

m 
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If gold certificates in circulation (the affloimt of which aiound 1020 1922 was 
only 5200,000,000) had been represented by TB Notes instead, the following 
figuici. would have resulted — 

(In millions of dollars ) 



Ind 1 
1922 1 

■ End 
1923 

)ml , 
1921 1 

1 End 

1 iy2j 

Marcli 

I''2S 

Total F R Notes in circulation an I ileijosiis j 


4 20C ' 

1 1 

1 4 173 ' 

tU2 

J,''J1 

if the Gold CertiGcatea in circatation had bien 
BubBlitnte 1 by F R. Notes 

MS 

5S2 

)7I 

1 114 

I 1 0j6 

The total of FR Notes m circulation 'wonll 
have been 


j 4b7K 

MU ' 

1 ' 

1 5 50b ^ 

5007 

Gold reserves required at 502 

2IC9 

2 439 

2 iT2 

2 653 

2 50J 

The actual gold reserves would have b ei» (aUin,' 
the figures for gold certificates in circulation to 
tbo actual F R gold reserves is above') 

1 3i-,» 

2606 

1 J '(»1 ' 

1 

J«lh 

3 850 

Difference— ayp ireut phis dormantredninlancv 

‘IS I 

1,227 

I ti 

] 16 • 

I Ub 

Beduadaney made dormaat by putting gold certill 
cates lu circulation 

Ij2 

2JI 

4S5 

5 >7 

O'S 

I ovel of wholesale prices of commodiuea in the 
United States (average of four indices) 

lOl 

IS” 

i 

1 


? r.i 


This statement shows the efforts made w the United states to keep prices 
“table by the circulation of gold certificates covered by 100 per cent of gold ratbei 
than Federal Reserve notes Since the end of 3922 the “igOTegateol notes and gold 
certificates in circulation has remained comparatvely stalile at §2,700,000,000 to 
82 900 000 000, but the circulation of Federal Reserve notes has declined from 
§2,411,000,000 to 51,053,000,000, while that of gold certificates has been markedh 
augmented from §303000,000 to $1,076,000,000, so that the diflerenco between 
them has dropped from §2 1 03,000,000 at the end of 1922 to §891,000,000 at tlie 
end of 1924 and to $577,000,000 on the latest figures Tins clearly shows that the 
authorities are attempting to make the redondanl gold as ineffective as possible 
as regards influencing prices Applying tho 50 per cent gold re-^erve ratio before 
TnwiUciTied to the comhmed notes and deposits o£ the Reserve Bnid^s tho amount 
of redundant of gold in the Reserve Bvnks — called ' apparent redundancy " 
lu the table aWe— is shown since 1922 to be from £125 000 000 to £102 000 000 
But the total (apparent and dormant) reduothney would have been higher if it 
were not for the putting of gold certificates into circulation for in that case it 
IS shown that it would have Wn from £202 000,000 to £279,000 000 It is of 
ourse to be expected that if the present policv of the Reserve Board were to be 
reversed the gold certificates would come back from circulation very slowly 

On the whole it may be said that while the United Statea has added 
£515 000 000 to its stock of gold money in the twelve years to 19^ only some 
£280 000 000 of that ammint is now rMundant owing to the eonnoinic prooress 
made by the country, while by the monetoiy policy adopted £II0 000 000 of’this 
£280 000 000 has b^n rendered dormant and only £170 000 000 is nctmllv 
redundant at present The flow of gold into the United States has stopped and 

the total stock of gold money shows on the whole a declining tendency * 

In a separate statement the writer has estimated that the world's ctnnt nf 
srold money will be £2425 000 000 at the end of 1935 This with the figures m 
the first table above and the assumption that the United States’ stock will be the 
same in 1935 as m 1925 yields the following (the percentages are compound rates 
ol increase per annum for the intervals) — 


tnd of j 

United States 

Rest of World i 

WuTld 

1895 

e 

101 000 000 

£ 

723000000 


£ 

827,000 IXIO 

1913 

7 G% 

322 000000 

2 85% 

1196 000 000 


3 TV 

1.5S8 OOl) m 

1J2. 

10 55 

7 25%-! 

907 000 000 13 gy 

Nil J 

‘107,000000 

0 25%! 

1230000000 

1 15% j 

i.aiBoooooo 

: 1 1% 

2.137 000,000 ~ |l ‘ 15 ^ 

2,l3500000t) ^ ‘ 
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rhe_asbumptioji tliat the United States’ total ml) remain the same in 1935 as in 
1925 IS based ou the idea that it will take 10 jears to remove the present 
redundancy, and the hgures arrived,at seem reasonable They show the iJnited 
htates, owing to its superior rate ot economio progress, taking gold at twice the 
world rate both m 189o 1913 and m 1913 1935— m the latter period at a much 
decreased rate, thus accommodating itself to the slower rate of increase in the 
world totals — and they show the rest of the world, after tabng hardly any gold 
on balance for 1913 1925, readjusting itself thereafter by relieving the United 
States of Its surplus (or rather by* taking the whole of the world’s new gold produc 
non available for monetary purposes), and at a not excessive rate if allonvance is 
made for the necessity of making up tor the set back caused by the War on the one 
hand and the impoverishment due to Uie War on the other 

It has already been su^ested that the apparent redundancy of gold m the 
United States under the system of price stabilisation adopted is £170,000,000, or 
£280,000,000 if one includes the hidden redundancy due to circulation of gold 
certificates m place of noteti This would mean that, of a stock of £907,000,000 
at the end of 1925, £630 000 000 was normally required uhich was raised to 
£740,000,000 by the expedient of circulating gold certificates From £740,000,000 
at the end of 1925 to £907 000 000 still at the end of 1935 is an increase of 205 


per cent per annum and from £630,000,000 to £907,000,000 is an increase of 
37 percent per annum An average of these rates — say 25 percent, tnking twice 
the World s increase for the peri^ as before — ^would raise £630,000,000 at the 
end of 1925 to £835,000 000 at the end of 1935 leaiing £70,000,000 to represent 
the apparent and dormint redundancy from which to arrive at the apparent 
redundancy as shown by Federal Reserve Board figures, must be deducted half the 
amount of gold certificates then in circulation The raising of the £630 000,000 to 
£907 000,000 at 25 per cent per annum — le. to allow fully for both apparent 
and dormant redundancy on the assumption that all the ^Id certificates will be 
taken out of circulation an unlikely event would take untu 1940 If the present 
figure of the circulation of gold certificates remains unchanged fpr an indefinite 
period it would take until 1934 to raise the £740 000 000 to £007,000 000 at 2 5 per 
i-ent per annum Taking such a rate as 25 per cent allows for the fall in com 
moditv prices which the writer expects to take place 

•fhe policy of the Reverie Board will apparently be to maintain and increase 
the circu'fction of gold certificates so long as there is anv apparent redundancy , 
and as that disappears (as judged by Federal Reseiwe fibres) to reduce their 
circulation until more normal figures are reached How far this process will go 
on depends upon the policy adopted The United States may also continue to loooe 
gold— It lost £21,000 000 m the fourteen months to the end of February last— 
and this would expedite the elimination of the redundancy If the Federal Reserve 
Board’s ratio of gold reserves to liabilities is permanently kept above 50 per cent 
this would also reduce the redundanev It therefore seems that the redundanci 
should disappear ^somewhere between 1930 and 1040 with a strong probability of 
its vanish ing well within 10 years from the present time 

Ml tPmnnrto |»W«>rM»| tProporton |•WMll^s| tProprion 
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letter dated the 30th March 1928 from the Manager Chartered 

Bank of India, Australia and China, on behalf of the British 

Exchange Banks. 

We beg to £ickiiowle«ige leeeipt of your lettei of the 0th lostnnt, with enclosures 
as specified and beg to say that Mr Charles Nicoh. Genenl Manager of the National 
Bank of India Limited, will be pleased to attend at the Indn OOicp at 10 30 a in on 
the 14th proximo, as repiesenUng the Biitiah Eischange Banka, and gvvc evidence 
within the scope as outlined hereunder 

The questionnaires submuted have been perused nith interest, and as they cover 
a very e-uended field, we elect to confine ourselves to the folJomng heads — 

1 Gold cimencj/. — We are not in favour of the immediate introduction of a gold 
currency into India 

2 A gold standard —V^eaie in faiourof a gold standard, i e that it is put on 
the Statute Book that the Government is bound to buj gold at a rate to be fixed upon 
{this will depend on the basis at which the rupee is fixed) and to sell gold for export 
{or the equivalent in gold funds) at a rale to be arrived at as nboNe We emphasise 
the Government because we are of opinion that for the present there is no othei 
authority to whom those duties could legitimately be delegated 

3 Connctl Bills — Onh to be sold to tbe actual extent of Government published 
Budget requirement® au<! should be put up for public tender m India and London 
The sale of council bills may be undertaken by the Imperial Bank as Agents of the 
Government 

4 Cunency — No additional currency should bo issued that is not covered by tbo 
actual tender of gold com or bullion in India and/or m London earmarked for 
shipment to India 

5 Currency Notes — In our opinion all currency notes should remam Government 
of India notes and the management of tlie issue remain m the hands of the 
Government 

6 Rupees —The legal tender of rupees not to be disturbed 

7 StabilisaHon of the Rupee — We consider tbe stabilisation of the rupee is 
desirable, and that the time has arrived when it i® practicable The present position 
18 unsitisfactorj , owing to the uncertainty, which reacts adverselv on trade 

As to the basis, we are of opinion that the advantages attending the adoption of 
the rate of Is M which has been the working rate lor some time past, outweigh the 
disadvantages and consequently we see no objection to stabilising on the basis of 
Is 6d , in preference to the old basis of 4d 

We do not think that fixing the rupee at. aar I. BJ , once it is accepted as an 
accomplished fact, will affei,t the demand for gold in India to any appreciable extent 

8 Gold reserves —In our opinion tbe fact must not be lost sight of that there is 
an important section of the Indian community who have at heart the wish for a cold 
ciinencj, and although the more moderate of this line oE thought recognise that the 
piesent Ume is not opportune, still t^ idea exist® and as time goes on it may gather 
force snfficicnt to call for the Indnm Govaranicnt giving the matter ecnona atention 
It IS with tins end In view, tlerefore, hat we advoeato a policy which will increase 
the geld reserves, so that when the day comes (it may he ten or more tears hence) 
India . gold position will hat e hi^ steadily improving all the time, which will enable 
her to tackle the problem when it does come up again upon a surer bis s 

somtiKngirbe.Sgdonr"”’ *at 


NOTE- 

above — 


-The following IS a list o£ the llnliah Exchange Banks party to the 


The Chartered Bank of India Australia, and China 

The National Bank of India, Limited 

The Hong Kong and SWhai Banking Corporation 

ine Mercantile liank of Indio, Limited 

Lloyd s Bank, Limited, Eastern Department 

The P. and 0 Banking Corporation, Limited 

The Eastern Bank Limited 
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APPENDIX S) 

Statement of evidence submitted by Sir Stanley Reed, K BJE^ 
Director of the Bombay Blectric Supply and Tramways Company, 
Eimited 

(1) Tho time is ripe for a solution of the problems of Indian currency and exchange 
by measures for the stabilisalioa of the rupee 

(2) Ibe rupee should be <!tabiliaed on a gold standard 

Tho ratio it which this stibilitjation should be effected must be cousjdered m 
relation to the histori of the Indian currenc> The ratio suggested by the Herschell 
Committee m 1893 was Is dd The ratio proposed by the Powler Committee in 1898 
and adopted by the Government of India waa Is 4£? That ratio was the established 
legal standard of money payments from 18*18 until the disturbances caused by the war, 
when these adjusted themselves the Indian exchange fell to approximate!} Is 4d 
The established legal standard of mone} pa} nieots should only be disturbed under 
stress of overwhelming necessity Round it an immense volume of contractual 
obligations has been built up Ko evidence has been produced showing that my 
supreme neetl for the alteration of this standard has arisen or tbit any insurmountable 
ditEciilty exists to prevent its lestoration Whilst no special sanctity establishes to a 
ratio as a ratio the standard for moue} payments should be, and usuall} is regarded 
as less open to repeal or modification than perhaps any other legislative ict 

On this general principle that the established legal standard of money payments 
should not be disturbed no departure from the goal of Indian currenc} polic},from 
1893 until the finmciil disturbances of the war is wirranted except on proof of 
oveiwhelunng uecessit} or evidence that it cannot be loamtained 

(4) The gold exchange standard practised before the war should be abandoned 
for a definite gold standard aiming at the ultimate establishment of a gold currency, 
if when that Stage is reached opinion m India demands it 

The Gold Standard Reserve should be located m India and held chiefly m gold 
(o) The note lasne js efficiently managed by the Government of India throngb 
the present ogenev Ihat 8}atem should not lightly be disturbed If for any special 
reason it la desired to bring the note issue more directl} under control m India then 
it should be vested m the imperial Deal of India as an entire!} separate department 
of the Bank and under condition* which mil not adnnt of mu considerable departure 
from present practice 

Votes of small value such as the one-rupee note hive mam advantages Theyare 
popiiHr, they form a line of defence against an> mampnlation of the silver market 
in face of i demand for the coming of rupees The} should therefore he retained, if 
only on a limited scale so that people may be habituated to their use 

(7) The remittance opentions of the Government of India should be conducted 
by the Impernl Bank of ludia through the purchase of sterling m India aud limited 
to meeting the Home charges of the Goiernment of India 

(9) Any siher required b} the Government of Indn should be purchased b} open 
tender m Bombay 
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Statement of evidence submitted by Mr George E Roberts, Yice- 
President, National City Bank of New York, and formerly Director 
of the Umted States Mint 

1 The bankers of the Umted States mvself included are interested in the work of 
this Commission as prepantorr to the re-establishinent of the gold standard in India 
on a definite and permanent basis We bebeve that this is highly desirible from the 
standpoint of the people of India an I as a part ot the general movement for the 
re esliblishment of the gold standard throughout the world as the basis of trade ,jn I 
financial relations I need not dwell upon the benefits to be gamed b} all countries 
from the restoration of i common standard of value— the expenence» of tlie last 
12 yeirs ha\e afforded ample, denioostration of the evils resulting from unstable 
c^encies and exchanges In the United States it has happened that we lia\c had 
no dilhcnlty m mimtaimng oar currencj at par with gold, but we ha\e seen that the 
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Ml BdvTOtages rf tie gold stradarf dmnqt be enjos-oil by one counlry alone M o 
have found that eten our internal prices and the prosperity of all oiir industries were 
affected by the loss of a stable relationship between our monetary system and the 
systems of other countries 

2 We are interested, therefore in the reconstruction of the unii ersal pjold sj stem as 
something generally desirable but amce this means demands for gold from many 
(ountnes we are interested also that these demands shall not interfere one with 
another or senonslr affect credit conditions m the cointnes which are expected to 
supply gold I am old enough to remember that 30 oi 40 years ago tliere was much 
talk about a “ scramble for gold and of falling ptice» commonly attributed to a 
’scarcity of gold That situation was changed by a great increase in gold production 
Through the developmeut of the South African and other goldfiehU the banking 
reservea of ibe world were replenished and from about ISJ7 world prices were rising 
until tlie outbreak of the war after which the inflation of credit became the dominant 
factor The rise of mining costs then had a tendency to curtail gold production 
particularly m countries like the United States where gold had to be sold at the 
mint price as before theuar and the world s output declined from a \alue of about 
^96 400 000 sterling in 1915 to about £6J 300 000 m 1919 and £Gj jOO 000 in 1922 
the low figure of the latter jear being due m part to a miners sttil e m the Iransvaal 
Since then the Transvaalhas been qiute succej>sful m reducing costs and has completely 
regained Its pre-war rale of production butolhei important fields particularly m the 
United States and Australia lu\e not been so successful In 1024 the world s output 
wa-. about £80 000 000 sterling and that of 192o wa> perhaps slightly higher ITie 
world a prod iction therefore has recorered aliout one half of the decline occasioned by 
the Mar but is about £15 000 000 below iLe production of IDlo I am inclined to the 
opinion that the prospective supply of new gold is large enongl to permit the general 
re establishment of the gold standard without serious disturbance to prices provided 
possible economies m Us use are effected md the new stocks u anted are acquired 
without too much disturbance of existing slocks alreadv in use as the basis of credit 
These however are necessary qualifications, and it is especially important that the 
new demands shall be satisfied from current prodoction. 


3 The war caused an enormous expansion of credit and a great displacement of 
gold stocks rhe gold reserves of the banks of issue and Government conversion 
fund* have been increased, from approximately 51 billions of dollars or rouclily 
£1 100 000 000 sterling to approvimatelv £I9(X)000 000 or a little above 70 per 
cent This is an increase somen hat gre iter than the nse of the general price level 
as it stands to day, but the banks are carry mg unusual amounts of Government 
paper as compared with nre-uar days It must be considered also that the increase 
in gold reserves has been by no means all from the mines hut largely by the 
accumulation of com that had been in circulation Moreover, this increase in the "old 
reserves means that larger additions to the reserves will he required m the future to 
maintain a percentage increase corresponding to the growth of tride Thus a ner 
cent annual increase upon £I,(X)0 000 000 of reserves would call for i^OOOO^ 

vin mfn™, ® ™ "■U require 

£40 000 000 ot neiv gold I mi, not eaying tint n 2 cent uunual morel, e 
M required iut I am pointing out that if the price level is to io mamtmnw! at 
npprosimately oO per cent above tie prewar let el larger gold reserves vriU bo 
required in the future and economy m the use ot gold wilj be necessatv If there 
should be an expansion ot busraeos over the world and tTi(» e-,.,, > ♦ ... i 

replacement of gold com into circulation the gold reserves nrobiM I, ^ general 
s lEcient to supply the amount of credit neeeasa? to SSam p™"? vef 

In my opinion it would be a mistake it this time to afford faciIitiM 1 1 

to be absorbed into circulation ncilities anywhere for gold 

4 The distribution of gold stocks at this tune IS vprv uneven A»ov u e 

and revolution the great reserves of Russia (which aggrerrated abotf f n n nri^^fl^v 
hive been scattered The reserves of the Austio Hungarian Rani ? 1 
ioOOOOOOO sterling) were much reduced dmiiig the^war and whal^w^ ^°iV* 
distributed to the succession States The reserve of was left finally 

greatly ledieed following the war but within the past vew have Tf 

approvimately the,, pre war strength This does not, however flillv^res. ""'.t 
w ir monetary and credit situation, as before the war a large amonnT f 
in circulation which must now be leplaced bv Re chsb-vnV « f 

charge on the gold reserves Since 1913 eiLptm.; Mginre Pra*”^ increasing the 
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tho aoH rcs«rves o£ Westcru Europe Im-ie lieen largely increased This is tnie 
also o£ the restives o£ Smtzerhnd but those of tho other countries o£ Central, 
rastciu ami Southeastern Lurope lia\e been reduced Ihose oi Italj ha\o been 
reduced by raoie than 2(J pei cent 

1 Gold js the most liquid form of capital flie form most suitable fov u'se as the basis 
of cominerci vl credits , and it i3 eMdent, from the high bank rates now prevai mg 
throughout Ceutnl and J astern Lorope that credit is very scarce throughout that 
Te"ion Gold is needed m all those couhtiies to permit credit expansion to lower 
rnrerest charges and to stnunhtG a revival of trade and industry 

fi About n year ago the Bank of England resumed gold payments accompanied by 
the Netheilancls Bank and this action was hailed as possibly inaugurating a gener-tl 
retunfto the gold basis throughout Europe Ihe results have been m some degree 
although not uholly so Maud attempted to establish her cunency on 
Sd basis and ohlateed a loan m imerica but the codditions were too im£avomab e 

aifd the nevi currency has s iBoied a heavy depreciation nelgiiim has sought to do 

fte saine hut has uot been able as j et to cariy out her plans, and her currency has 
si She will need a sub taiitial faieiga loan to achicie saccees The currency 

"o1 Trance Ms T^^erS fuSier depieciation during the year She does not need 
ol 1 ranee na at hone lint she mil need credits outside which 

to inciease her gold reserves 0 aoiintiies granting them The Chenonete 

will be “ Banh oir a gold basis and said to be 

oiinency of Russia issueujy^ suffering dopreeiition 

in lepeudeut ^ I . of busme!>s (as it is to be hoped she 

will Witw lon?dela“she will need impel. ant help from outside m the estahhshmeut 

ot England has lost appromnatelj fO COO 000 since the losuinption of 

, ihe lianl-oiisagiaii 1 iv at this tune to mamtam a 

gold /"i' ^ Bomeahat above the ordinary rate in pre war times and to 

aiscoimt rate which ^ , „ n, ,„d„airies of the country at a time 

that Imn tt ha'e aU coaditiL as tavonrafclo as possible 

when they , uj® Netherlands which resumed gold pavmenls couio.dently mill 

8 ihe Banl of the netae daring tho year to tho ertent o£ about 

the Bank o£ England aUo has lost gold ^ 2 y juQgyy 

±j 000 000 pa®rreaJ““ Sweden also" on\ ^l.rbks Tas lost a small amouat of the 

metal daiing theyeai „ ,,as siiceessfally re established a newe irieuej on a 

9 0" ‘“l® . fore, ga loan and Crecho Slmakia mth simil ir assistance 

gold basis by the aid of prospect of being able to miintam 

Lsestahhshed a nation^ B-k '.fms^ _y^P^^ 

her oiirieaoy on the gold easis municipal corporations has increased the gold 

eateusiY Mrrowi^^hy^^^^j^^^^^^gBOOtXKl of which ±17 000,000 was acquire 1 

“ To ® 1 a TTn.ied States lost about ?131 000,000 during the j ear 1925 

10 Ihe United states „,s„r mid during 1925 and down to this time have 

11 ItisevidcntthatthemovementeofgoIM^^^^^^^ 

been on tho whole ,*'li about £43 000 000 sterling during the calendar 

the outlying errSemto net imports and not to g iin m banking rcseries 

year 1925 '“’7®',“,, Vlerves increased ±13 000000 sterling laia gamed 

Australia and VTsOO 000 Poland ±1 200000 and numerous countries 

about £4 000 000 0»"''^"“™",^Uvia, Bulgaria Austria and Belgium game 1 

siichasltalj Hungary, Roumania g 

small amounts , gt financial centres is nothing to complain 

12 This movement "7%?™ ^ which they play m the ultimate and meviUahlo 
It IS aU tCpneral mterest in hairag Ihc centres kept strong 

tTineet the demands fr®”* ““ systems liatiirally 

IS Whatevei loans are maeslnient abroad and 

iiuist he made m the '““‘“(bgjg to meet the demands which such loans make 

hanking resenes must eaisi j ,b _te5g„t time i Inch are m a posUion to 

u There are only ®S“g«ent „ toreign loans lliey are Great Britaih, 

piiticip'ite 

kcllaud and the United States 
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1 *) Great Hrit iiii In re \hOii of pnst experience nml rtlatioiisliips, the natiiml Ic idtr 
m interuntioinl Im mcinc piriicuKrli iti helnlf of nnj of her iJomuiioMs cxteptiiiR- 
po*..!!)!} Cniiaih J hut nlniih rtferied to Hit position and present ihstoi.iii rate 
ol tho Bink of England 1 wonid not o%en suggest the possibihtj of tmat Unt im » 
n"dm suspeiuhng gold pn> incuts, for I do not think the norld can afford to ln\e tlmt- 
occur Jl\%ouKlboanorld\Mdectlama 5 1 lie Ihnk of England imisijmmtningold 
paMuents at atu cost, as tho tentre and maiH««tat of tho nio'cment to ncromphsh 
uorld wide resumption hut a discount rate nliicli is n restriction upon nritinh 
commeico would groatlv hamper tho Bank iii its co-operatiou to that general purjxise 

10 IIoll md 18 able to co-operate, nnd always has shown n disposition to do so hiit 
cannot act alone upon large undertakings 

17 Ihc United States has gamed the greaUrpart of the increise in gold reserves 
since iyi3, the net increase in tho holdings of the Treasuia and banks Jiaxing hecn 
nearly '^2 500 000 0(10 (inOO 000 000) or about GO i>cr cent of the worlds increase 
It has been a common assumption that the United States has a great surplus of gold, 
and e\en was in danger of being smotheroil bi iVor comj^cllctt b% the tnlurd \ rocesse^ 
of inflation to give upa largo part of it Ilowoatr, the United Slates is a big toiinlrj 
and lias largo cligestuo capacilN It la a imgtakc to suppose that the biiucil Slates 
has any considerable excess of gold ro'-eiae^ at this lime At the present pric« Iciel 
and with tiie present voliiine of eretlit outstanding the rcsems of the I’liilul 
States arc no greater than the financial authorities of tlie conniry dicin reasonable, 
conservaiiae and desirable 


18 In Inly 1914 the gold holdings of tho Ireasiir^ and hanks equalled obonl 7 per 
cent of tbo aggregate amount of cndit cnrreuca in cirmlatinn logtther wiili the net 
luduidual deposits of the banks At this lime thoj do not excetd N jicr cent 
A Btmilar calculation for Great llriiam shows a nci reserve of nbont t» 5 jv r cent 1 he 
percentage is higher m the United Slates than in Great Britain but, m mir opinion 
there are sound reasons win tins should Lie The United States* is nf great territorial 
expanse and no such concentrauou of banking control exists there as m Gn at Bniam 
It nas a great number of small banking institiilions which look to tho re^erNo hanks 
for support The countrj has hail ne^eml nnplea«anl experiences m the past with 
general bank panics tho one iti 1907 causing an almost complete su-pcnsion of cash 
pajments throughout the conntrv line was heforu the cstahhshmcni of the 
reserve sj stem, but induidual bank failures ha\o lis.n not infriquent iii the last 
fire ) ears 

19 Thereservesaredivuleil among ItlrcscrseinsliiuiioDs There»or\c pertiiiiagcs 
of the reserve bauks are hicJj<. but Uitv ajc«. calnuJlue/1 ujim. tlvj, l-r.V/.Vu-rtr® vA 
reser\e banks alone and these bmks do not pariiripatc m the geiieml banking 
bnsine'S of the coimtri It must he ccusidercil that these reserves nrc pncVicallv 
tlie only reserves for the entire banking Bystein 

20 Moreover it has to be consnlercd that the central resen os; atom is comnaratnch 

new with US and in view of the siuall participation of the reserve bauks n\ Iho total 
hanking business it is not altogether certain to what extent the; will bt nbk to 
control the banking situation 


21 lo the unsettled condilione m «otld trade and hnanre at, II cr.st.nc are 

do not feel that present reserves in the United Slates are excessue 

22 Ihavethusgouenverthegeneialsitiialioapieparatorv tQLxnri.<.e,n,-r 

ofthepropMalforeBtablishragthofoll Rold slamlard sj-elSn ,n [„dn asmllmcd m 

the plan lyhich Ins been handol to me b, your Cha.n.mn WInlier op mm , T 

express are based upon this plan mid the estimates which are iinrle il ™ oi'mm"’ i 

feel that I have s.iEcent kniwledge of condition, m Mia to 

opinion upon the aniDiint of gold required or of the amount of sUier 1 

to be taken from tho public and disjiiaed of >‘“'1^ 

23 Accepting the estimate that £103 000 000 sterling ol gold n ill be i 

and ahove the usual ampoits of past years winch liavc Len al aorbll b,/' “'f 

and other private piirposcs and that appioiirnalclj £50 000«lo S o il'l 
required within the first jeal, I am of the opinion that lb. ol 'ii‘ 
fmancial world to a strain which onght to ho’^avoided and T £ 
may not be avoided It appears th?t afler sopKg the demLTnrT"" *! 
the amoiint which went to the outlying or non lending conntaS, imnV'S ST n“et 
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£oltl prodticUon of list ytjr x?is nvailoUe to stiell the resenes of the lendme 
CO mines In net i\ e know that these countnes all snUercd losses from their resenes 
coSnafinvf’'*’ ^ special Cill for £50000,000 sterling or approximately 

■S-50 000 000 could uotloniet withoit being drawn almost wholly from their resenes 
whith womd necessitate drawing m their resour<»s and ciirtailmg credit both at home 
and abroad 


- 1 Gold obtained bj tneans of a loan will not necessarilv come from the country or 
comitriBS m which the loan is placed or in the same proportions J he movements of 
^ iiotermiaed by nnwy conditions 1[ for instance a loan was placed in the 
Unitod States it might ho advantageous to nse the credit there to buy gold in London 
01 eKewIiert or if llie gold was originally taken from the United States the effects 
tliere might cause Americnns to withdraw capital from other countries 'i ho financial 
world H so rloselj related that whereiti the loan is pheed or the gold obtained the 
cfftcis will bo felt in all countni,s 


2a It would be aery unfortunate at this time to 1 nve a forced contraction of credit 
anywhere It would increase interest lates but this would not be the worst of it 
because the very purpose of increasing rates would be to force a curtadmeut of 
applications for capital ft would tend to increase imeniploj ment and to lower the 
general price Iciel and while tliere are good reasons for regretting the great nse of 
prices occasioned by the wir and the injustice and hardship thus inflicted upon 
-niau\ people it is too late to remedy all that now The high price level has been 
maintained so long aud such avast body of indebtedness has been created upon 
that basis that to force adpisimeut to a lower level would repeat all those evils 
with the added duogci of protracted industrial depresbion and widespread social 
'tlisturbaiice 


20 India nece«sirily has a eomrooi inicjestwithotbcrcountnesmthemamtenanc© 
of general prospentv She is a large exporter of products mainly raw iraterials of 
industn.tho prices of which are alfceted b\ the general state of industry over the 
world ihe experience of the last five years Ins been ibat m any general decline of 
price raw iintenals nod agncuUunl products have fallen faster and farther than 
manufactured goods I know that this has been the case m the United Slates and 
my informatiou is that It has been true in India and eUewliere It maybe accepted 
as a general rule resulting from 0 e fact that the uianiifactimng industries are highly 
organised and resist wage aud price reductions while the luial populations are unable 
to do so 

27 I do not befieve that a gofdcircurationisesscntiaftotiemamteiiancp of the gofd 
standard m India with all the benefits that go with jt anywhere Ihe essential thing 
IS that the currency in circulation and which the people receive m payment for wages 
nnd products shall have a stable relation to gold and be readily convertible into gold 
for all the foreign payments they wish to make 

28 The fact is that in ill the advanced countries the trend is away from the use of 
gold as a com non medium of exchange and even away from paper money for 
payments of any size to the use of bank checks For pocket cliange, wages and 
retail trade a token currency answers every purpose Gold is too valuable for u^-e 
in hand to-hand payraeuts to be kept m the p^ets or hoarded by miUions of people 
in any country It is a waste of capital to nse it m that way It is a backward 
rather tl an a forward step to proviile for gold coins m circulation 


29 I do not behev e that the countries of Europe ever mil go back to the common use 
of corns In the United States the use of gold coins continued for many y ears in the 
Pacific Coast States because gold was one of the producU of those States the people 
were accustomed to handling the corns and were reluctant to change their habits Since 
tbcwir however gold has gone generally out of circulation even there and a gold 
com has become a raiity m any part of the United States More and more our 
people are making their payments through the banks 

30 I am aware that with the mass of the people of India payments are too small for 
the use of checks, but I should thiok that this nould be trne also as to gold coins 

31 I hesitate to express my opinion about matters with which 1 have so little 
personal kiiorfedge as condiUonB in India I know that it is a country in ahich 
Ihanires m long^stahlished customs take place slowly bat I am profoundly 
impreasBd that no country ,5 in a position In offeot so rapid a hetlcrinent m social 
conditions as India might accotnpUsh by the dorelopment ol a modem baiikmg 
system If the capital held unproductive!} in that country could be gatbeied 
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to^ethei andiinestad for the tlevelopu ent o£ mdiistiy the wealth of Indn ^onlcl 
npitlly increase the inconiPS of aU the people would increase and the coiintrj 
would eutei upon a new era of g« aeml prospeiitj 

32 I do not assume for a moment that 1 am advancing an idea that is new m India 
On the contran, 1 ha\e been rnoaetl to stj what t Iu\e bj knowledge of the fact that 
the Impel lal Bank of India non has 100 biauches m operation I hope the rest Us 
anil afford encouragement for opening manv more and that the seivices they niU 
ten lei will grad uallj bring about a change through which the we ilth that they wm 
bj then constantly accruing trade balances instead of being buried lu idle hands 
may be used to proaide tbeni with a more abnndant supply of the corafoits of life 

33 The growth of banking faeiluies seems to me the hopeful line of development for 
India and to pioperly take precedence over an increase of facilities foi the avidespread 
distribution of gold com 

34 I would not suggest that the interests of India be sacrificed in any waj for the 
benefit of the rest of the world but I am impressed that in the present situation the 
problem of restoring the wnild to the gohl basis is dependent for success largelj upon 
India and I am s irc that success will serae the mteiests of India as well as those of 
the other countries 


The Redemption and Sale of Silver 

3o I now come to the part of the plan which deals with the d sposilion of about 
200 crores of rupees or approNimatelv 687 million fine ounces ol silver for the double 
purpose (as I understand! of elimiinting rupee* which it is thought will be ledundant 
as a circulating medium under the new sjstcm and of obtaining gold for the reserves 
This will be regaided m the United States and all silvei producing countries as a 
very distuibing proposal 

38 The silver question has been a very live question in the United States for a lou^, 
time for many vears it was an acute political question This was not due eutiielj 
01 even mainlj to the fact that silver miuing was an important mdistiy m tue- 
country but largely to the fact that the monetary system bad been nomiualij at least 
bimetallic from the foundation of the Government and that popnlai opinion inclined 
to the view that tlve demonetisation of silver tended to lower the general price level 
and to operate to the disadvantage of a debtoi country and the debtor cl iss generally 

37 All political p uties for a time vveie more or less commuted to the view that 
bimetalliera should be maintained and both of the leading parlies participated in the 
legislation under which appro\imalely 40u 000 000 ounces of silvei were pm chased 
bv the Treasury, -from IbTS to 1803 and corned into dollar pieces of unlimited legal 
tender on Government account Ihose purchases have seemed to ne to aggregate- 
a large amount but it does not eouud so laige m comparison with this proposal for 
India to sell 6S7 million ounces 


3S Tins silver purchase policy mas for the purpose ol mamlammg the value of 
silvei bullion with the view to the re-establishruent of full bimetallism 

39 The increasing piodnction of gold aiisweied the principal argument on behalf 
of bimetallism and giaduallv the subject censed to be a political issue However 
people aie tenacious of political doctrines to which they have adhered and with many 
of our people there has lemaioed a strong sentimental interest in silver to this day ^ 

40 As evulence of this I uouU point to tvh ,t ta knounas the fottmao Aot passeil 
in 191 S under which several hundred million silver dollars held m the lrP!,=.n-v- 
authorised to be melted and sold to the Biitiah Government or to our own im^rtis 
as a means of making ren itlances to Ind a at a time when 

difficult to obtain The object for which that silver was pmcliased antMl n 
pieces had been coined had been long since abandoned S col ^ 

unavailalle as*et in the lieasury which fiom the point of mpw 
finance alone naturallv vToidd have been disposed of, but the snell 
purpose together with tie appeals of the mining industry whioli vi 

vvoiild defiiorali^e the industry vvere siiflicieatly stron" to secure tlm 

the Pittman Act of a provision reqnmng that all of thrSion 'T 

melting of tuesa corns should bo repurchasajd m Ihe etcul of silvi s faUm”u 
Puucc and recoined into dolhr pieces All of it has been Mtv Vepurchased ^ 

EcU CSoOOOOOO ouuces of Indim Eilier coS mth a -f.V P’ Proposition to 

“ a view lo completing the 
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demonetisation of siher m India It wiU be regarded as the finishing act in the 
demonetisation o! sih er in the counlri which has afforded the greatest market for it 
in the past 

42 It goes without sajing that the silver producing industry w 11 hear of this 
proposal with dismaj ihe total production of silver m the world is now at the rate 
of about 240 000 OOU fine ounces per jear, of which India has been accustomed to 
take about one third and m the hst three v ears has taken close to 100 000,000 oimces 
per year Of the world s production the United States contributes about one fourth 
the b<rures for the last taojears being about 6 j 000 ^0 ounces each and the United 
Stated Canada and Mexico contribute approximately 73 per cent 

43 M hat IS to be done with an annual production of 240 000 000 ounces of faih er 
when the country which has been taking lOOOOOOOO ounces of it drops out as a 
buyer, and becomes a seller on a large cale ? 

44 I think this quebtiou expresses w h it the natural reaction will be although I am 
not clear that the aituatiou would be quite so bad as it indicates for I suppose l iat 
the demand for silver for ornaments would continue upon some scale, and that 
eventuallv there would be some use of silver for subsidia^ coins It would seem 
probaWo however that confidence m silver n store of vnlde end respect for 
It as one of the precious metals would be more or less sliahen, and that private 
purchases would he affected therebj 

46 best the proposition is ceitam to he regarded by the inming industry with 
veri great alarm and Itapproved by this Couim.ss.ou to have a very serious effect 
upon Ae value of imestn.enls aggregating hund^s of millious of 

40 Evenifsaleslivlndiaabroadbelcflouto theaccount and these Ob., 000 MO o/s 

“T v a. u. gradually absorbed by borne consumption it is difficult 

ho V Sf'curfea prod®u”m^^^ be d.spised of outside of India China is 
to see bow tae cur i ^ j I ^vork serious 

taugirim EoTfrlnl^J^S aTevtcrnal tmda of that country 

47 The uuichases of silver by Governments for coinage purposes always Into 
represoSd C Zcpal consumW-. ‘bej would not be mcreasod tn any 

”“^ 4^11 noted That there has been a pronounced tendency amongst 

48 It ^ Berthe finenessoftheirsiKercomsfortbepurposeoE 

Gov r],u 5 the British Government has low ered the fineness of its silver 

cheapening the cost, h “ « " , probable that this practice will eittnd f irther In 

'?i“‘°f,mcUlhasVeensub8t.tnted for silver as m thec.se ol some of the corns 
oM ranee “tee devS.^ents disconrage the hope that the demand for coinage 

purposes will increase table-ware nnd ornamental purposes is subordinate 

49 Ihecostoftbesilv J so that while o low er.ng of tho price 

to the labour faemr in tne cost o degree, price reductions to consumers 

of the metal might I*' mX pnee of silver huUmn 

would not be proportion commodity is m eiccss of the deman ! there can 

60 When the falls\o the point where diminishing producliou and 

be no relief until the pr . ^|||| mto equihhnum It loots in this 

increasing “”™7X.sMen> uould have to Im m.mlj on the side of supply 

case as though tho a J „„les an estim itc that tho price oltamcd mai he 

61 rheslatemeutof the^pl ounce fho martet price m Loudon 

expected to be not less tliau -S ^ j ^Ler 

S vveek for spot silver has ranged from This wouhl 

for sale in India for export result of the announcement of the plan and 

contemplate a fall of about bd m expect underlie 

tho actual sales It in silver occ ined m the car j seventies of the 

circumstances ^bc first big wicre demonetising it as 

last century, '^ben Germany a bjOOtlOOO fine oime^ from b.dto 

standard money Germany s« jjj u.^ ics,, a drop of U.cd u 

1879 nnd obtained o9, d li German Oovemment got heller than the 

the SIX y e Its It may bo addetl recorded on tho London marlct m that 

lowest prices in these years ^ years 

period was 46K ‘d ,e,c„rrcdin tho 12 ycarpcriod tolIonmglSOO \l»ut 

62 Thenextdeclineinsilveroc MmL to free coinage Tho 

the latter year agitation began for oIos. „ ^ 
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lislest pr.ce lor silver ,n 1800 was Mid and the lo.cst l.JI a diileronro of 
nearly U In 1S92 the hish was 43Sd and the Ion 3/ J ! in InOJ when >lo Mints 
were closed the high was SJ 1 and the low m 1801 the high was 3 Jd and 

The low 27.1 m 1807 the high was 27Kd and the low Oojd and m 1002 the higl. 
was 28Ad and the low 21] 'd Thus in three years the ] nee fol from Md io 2,d 
exactly oiie-haU and heluro it atoppeil falling it feot under 22 1 which w as Jif below 
tto price nimed as the mmimwm to be realised on the sales under this plan 

53 Th 6 rewrf 3 notalkofsellmgsiIverQHtofImliaittlnttimo smipl} aftartlnt 

the impi rtatioiis might be reduced As a nnlter oE fact tlu ntt itiiiMjrtations of silver 
inlo India since 1S93 have been laiger on the ivengo tlnii before lint jcir but 
instead of the coinage being free or on private account it i is been on Government 


account 

54 I would also call attention to the fict that this great decline m the price of silver 
did not cause nnj f-vIUng off m production Ihe world s prod ction of silver in I80J 
w is 153 000 000 ounces, and it has not been S( Ion as tint in am v car since 

55 Silvei sold below 24(i notonlj m the jenrs I Invo i amel but m IQOo 1900 
lOlU 1011 1914 and 191o m all 10 vtars out of the last I nin uiial le 
therefore to accept the opinion that 21d is a prici that will re luce production to the 
point where supply and demand will find an equilibrium vrithlnhi no longer i 
p uchaser in the markets 

56 Unquestionably the lowci prices of silver winch have prevailed sinec 1890 
oscepting m a feu j ears of war disturliance have close 1 ir inj silver mines bit 
others, have cont nued to operate at n profit Sliniiig and trcatniei t co ts hav c been 
reduced in the last 30 J ears rich mines have continued to pro luce ntul now ones 
have been discovered but one of the chief reasons for the i icrcascd production of 
■silver despite the lower prices, is that a hrgo part of ihc production i« now in 
■conjunction u ith the production of other metals in fact silv er is hrgelj a bj product 
of mining operations m which copper lead and zinc nro the chief products and bear 
the larger part of the eipcn'e 

5< The report of the Director of the Mint of the United States for the fiscal year 
ouded 30th June 1926 (page 33) contains a table fmmshed by the Bureau of Jlines 
which Rives the boutco of the silver production of the Unitcvl Slates in llio calendar 
5earl024 It accounts for over 04 000 000 tine ounces of whicli 23 000000 were 
recov ered from copper ores 20 500 000 from lead ores and JO 000 000 from what are 
called dry and siliceous ores, heiug those from which nothing is recovered but silver 
A small amcrunl of silver is oblainetl al<»o m eonj mclion i\ ah gold 

Accoi-ding to these figures less than one^tbird ol the silver output of the United 
States in that year was obtained from mining operations ni which the chief provluct 
was silver Ihe same is largely true of eilver production m Mexico and other 
countries 


59 It is evident that silver production from this class of mines is not likely to 1 c as 
readily responsive to changes in the price of silver as production from what are called 
stiaiglit silver mines The net profit of operating the<=e mines depends npon the 
combined resi Its and upon the prices of copper and lead and zme as well as the 
price of silver 


60 It 13 1 Tery difficult matter to Bay at wimt figure the price ot siltor will bo low 
one igb to close an important proportion of tliese mines Ihere are men Biillioicntlr 
familiar with sucli properties to give opinion worth having hut I would not nfloinnt 
to give an opinion other than that I think thefignre would bo considerably below 2W 
n It 13 to he considered that mining ptoportiesate not abandoned whenever their 
operations show a deficit necordmg to approved bool 1 eepmg methods which 
include charges for depletion of mineral depreciation of eqmpnmnt bind interest 
Ac On ler the conditions here presented mines will bo onentive nm 
pav operating costs and possibly in some inBlances even longer m iho 1 ^ 
favourable turn with regard to some of the lacto's If there°m°u^o'LL®J 
there may be hope as to copper or lead With silver now imder 30 1 FrU 
adrep to 24d would re luce production enough to off set 

faQmtbnwvarketa tht withdrawal of India 

6’ The fact that so mucTi uncertainty attaches to this feature nf ,v, i 
veiy important as I view it that the best expert opinion on the ^ "i 

Conmi-^son before coming to a coacinsion If siUer alould faU 



ATPpMDlX 88 


553 


of -if/ , It IS evideut not onlj that the Biles of redeemed siher nould yield much less 
for the replenishmeut of the reserves but that the decline would sigmf- a heavi 
depreciation upon all the siher hoards of India I leave it to others more familiar 
with the psychology and InbiU of the Indian people to estimate what effects there- 
might be lu the wav of inducing a more rapid conversion of silver into gold than 
has been contemplated or of general di^cootent with the new system, or of 
influencing the pe^le to th** pureha-je ar d hoiitling of gold instead of silver Wuh 
what v\e hnow of human nature in the United States we would expect developmen s 
on all these lines 

CJ Tor reasons which I have outlined in the Smt part of my discussion I uonld 
consider the last named possibility one of great importance to the world at tins time 
The people of India hav e been huv prs of silv er on i great scale for a long time '1 hej 
have been accustomed to esteem it as one of the precious metals and it would seem 
that the reduction of the rupee to be a aubsidnrv coin and a furtl er serious decline 
in the price of bullion naturally would have the effect of lesoPning the demand for all 
the purposes foi which silver has be^n wanted in India and of increasing the demand 
for gold Furthermore this probably would be true as to many uses the world over 
I do not think the world cm afford to encourage or satisfy such an mcrease^m the 
non mouetaiy uses of gold at this time 


64 The one certamtj as to the price of silver in the event of this plan s adoption 
would seem to be that it must fall low enough to effect the curtailment of production 
necessary to bring supply and demand into the balanced relation I do not see how 
this can occur without do mg an important proportion of the properties in which 
Sliver lb produced m conjunction with the other metals and if this result is forced 
tlie disaster throughout the inmmg industry will he en irmous 

05 Although silver is a minor factor in the income of tins class of properties my 
undeistandmg is that it supplies all of the profit and bears a part <^f tlie expense 
Whether the required curtailment would be atumipbshed at 20d or Ibd. is not 
important if it he true that thi'* class of mines rou^t be largely closed before the 
decline can cease This would mean a very great destruction of propeitj values a 
grave dispbcement of labour, and piobahly higher prices to consumers the world over 
for copper, lead and xinc 


()6 The latter possibihtv Ins various phases A general cessation of opcriUoas bv 
the silver lend and silver-copper companies would force up tlie price of load ind 
copper to a point where increased production would be induced from some touice 
and some of the closed properties might be enabled to resume opemtions at even 
lower returns for silver than have been fiuggested in this discussion Tins would put 
more silver on the market and thus readjustment might go on vmtd what m the past 
have been considered the luunhler metals bore practically all the cost of producing 
silver On the other hand there is the possibility that low cost copper producers m 
South Ameuca and Africa might expand tbcir operations at the expeuse of their 
North American competitors many of whom Jnvo been able to hold their own in the 
past largely by reason of the silver coiiteiJt<» of their ore->. 

67 The value at this time of the mining properties i a the United States which would 
he put in senous jeopardy bv this plan probably is not le->s than $o0()0(>000D 
Higher figures have been named to me by irea whose opinions are entitled tons 
mvfch weight as anv that can be had pn this subject ITany thousands of workmen 
eraplovcdby the mining smelting and iransportaUon companies would be involved 
The i-amifications of the effects of the closing down the vnnous operations upou ores 
producing silver, lead copper and zinc are far reaching 

( 8 Moreover they waul 1 not bo confined to the United States for the mines are in 
mam countiies and a disaster to this industry at the present tune obviously would 
he uulorlunate for the influence it would have upon general industrial and husinc-<s 
conditions throughojt the world 

69 I am sure that no such ill-effects are coutemphled or desired bv thespon^-orsoC 
thisnlan and I am confident that this Commission will recognise that the problem- 
involved in It are too complex and the issues too serious for action to be tvken 
without the most exhaustive investigation mto the conditions which 1 have outlined 

70 In conclusion I would repeat that mspcakmgof silver production I do not wish 
y oil to understand that I am an expert upon the mmiug industry I am not a mmmg 
engineer nor engaged m mining hut during the vean of tm incumlcncv o the 
pofition of DirecSr of the Mmt of the Imilcd States it happened that I Iiad the 
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opportunitv to become some^vhat acquainted witli gold and ^iher product on t 
prepared the stati&tica upon the subject which appear iii the Mint Reports of thost 
aears I have known manj of the men who have been prominent in the mining- 
lodiistrj in the United States and I baae felt justified m laying^befot© yon the 
general information which fhiis has come into ay possession for more exact 
information it will be necessarj to have testimonj from persons intimatelj related to 
the industry Mj statement is for the purpose of emphasising the importance rf 
having such testimony before acting upon this piopos d to sell lar^e amounts of ei 
from India or to make any further change m the policy of India regarding silver 
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Report on proposal to place India on a Gold Standard, 

Ijy Mr Arthur Notman, Mining Engineer and Geologist, New York. 

Ihe method of putting this proposal into effect may ba outlined as follows — 
There are in the currency leseiae of the In ban Government and m the silver rupees 
in circulation •which will be presented for redemption in gold, the equivalent of 
fjS7,000,000 fine ounces of silver Jt is proposed to release this total in equal annual 
instalments over a period of 10 yeirs, which would be equivalent to an increaso of 
about 30 per cent in tho present available annual supply of 2i0 000 000 ozs 

Far reaching Effects 

The effects of such action would be lar reaching throughout the non ferrous metal 
itidvv^trj of the world The burden of these effects would fall in large part, on that 
portion of the industry owned in the United Stales The 1 ngei share of the domestic 
burden would fall upon tho lead industry together with the consumers of that metal 
Copper too would bo materially affected, whereas the zinc industry would be little 
disturbed 

Basts of Talae 

In the past the price of silver has reflected any reduction in its use for coinage 
purposes and will doubtless continue to do so m the future The world s stock o! 
silver m all forms IS steadily increasing With a growing volume of trade between 
the Onent and the gold standard nations of the West the reverence for the metal as a 
symbol of value will gradually disappear Hie present agitation from India is 
evidence of tbis tendency Regardless of any governmental action this cannot fail 
to nave a Depressing eftect on consumption m the Tast 


Growth of World’s Stock of Silver 

\a ,>e sl.ill sec, an .ncreaatng proportion of llie total production 13 a by product 
of tbe Imc metal. In vieii of llic proirtng demand of the world fni the latter metals 
solidlj based on niaiiifolcl indnstrial uses, the world s stool of siher seems deslmed 
to metease eaen more rapidly than m the past It is idle to suppose that m tL face 
of these forces even the world old sentiment of the Orient for the Si wiU stieciSsfuUr 
liold back economic bw ouLi,o&aiuuy 

World Production 

In tlie years 1923 and 1924 the vorld produced 4S0 000 non ,,.,0. 1 j- 

vv liitU It paid approximately (>o cents per oz, or $312, 000 000 *lhis 

divided as follows — . ^ uuu ihia production was 


SiLVcr ProDiciios 01 the World 
Viiltona of Ounces 


United States - 

Canavb 

ilexico 

Central Amenca 
South Amenca - 


130 

39 

182 

C 

55 


Europe 

Oceania 

Asn 

Africa 


1923-1 


19 

25 

21 

3 


Total M eatem Hemisphere Jl_2 lo,,, i;s„er„ He„.,^tere Ts 

Grand Total, 480 
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Sources of Domestic Production 

^lortli \merica nLCOuuted tor 73 per cent of tlus output, md United States 
msestors received the benefits derived from at Icaat 300 000,000 ozs. The United 
States production was obtained from the follovnog sources froni straight silver 
ores, 43 per cent , from lead ores ami lead ores carrying a little zinc audyor copper, 
35 per cent from copper ores, 20 per cent , and the small remaining balance from 
zinc ores. The world figmes reprec'ent a record for silver This is true, also, for 
the lead production In the ca^eof copper, the output m the war years 1917-18 
exceeded that of 1923 and 1924 b\ about C per cent , but the latter years made a 
pea^’e tune recoid 

The volume and trend of domestic silver production, and their relation to those of 
the base metals, an brought out in the accompanjing Charts 1 and 2 World 
figures, if available, would m all probability show similar relationships The 
evidence, so far as base metals are concerneil, jvoints strongly to still rapidly rising 
^iroduction and consumption At the moment stochs of these metals are if 
anv thing below normal, showing that consumption has fulh Vept pace 


Domestic Consumption 

The domestic consumption of silver for the 12 jeara 1912 to 1023 inclusive, 
according to the American liureau of lleUl Statistics, was G6S, 000,000 ozs Of this 
41 6 per cent went into coinage and 5b 4 per cent mt-i manufacturing and the arts 
One quarter of toe latter amount was derived from old scrap, and the balance from 
new jnateiial 

ihe principal indostnal uses are silver ornaments phtmg photography, iind tlio 
chemical industries It should be remembered that aaide from the small amounts 
actually consumed m the two latter industries and the amounts losit by physical wear 
and tear on corns and onninents or accidentally, the total stoch is augmented each 
year by the annual production In olhei words, tlie metal is practically indestnictible 
There are no statistics available to comprehend this condition I'rcsnraably the great 
bulk of all the silver that has been producevl since the beginning of time i-> still m 
existence m one form or aaothei Most of it, however, is performing no essential 
service 


Domestic Indostnal Consumption 

No reliable iigurea other than those for the Uniied Stotes covering mdustrnl 
consumption have been compiled Ihe per capita domestic industrial consumption 
has remained nearly stationarv at 32 of an ounce for die last 1C years Its lehtion 
-to the per capita consumption of the base metals, copper, lead, and zinc, is shown by 
the Americm Bureau of Metal Statistics as follows — 


Per Capita Indiisli tal Consumption-United Slalei 

Silver lUsc metjils 


Toi the three years. 1912-i, inclusive ■ 
1922-4, 


31 ozs 

32 „ 


23 52 lbs 
00 70 .. 


Tt »(.em 3 prnliaMe that the intlii'.tnal consumption of the nations of irestern Europe 
avould to sLeivhit the eame lehtion to the.r consumption of the base metaL as is 
-inmrent m this conntiT Unfortlinatel, , oiir olassifioation does not shoic what part 
o? our mdustml consiraiption depends on mere appeannee and sentiment and wliat 
or rhpmicd or electrical properties peculiar to sih cr lJont.ver, 

rse'em“ hlelfthat the former considerations form the basis tor tho larger part of tins 
It seem, iikeij in ayitliont significance that silver ornaments are stamped with 

S s'imFiilThrand to dmtmgiiish them from tlio c made of nianj eqiiallj atiraetiia but 
much cheaper base metal alloys. 

Current Costs of Silver and the Base Metals 
. ♦ «„ rtf fhp attached cost data. Tables I on I II, for the vears 192“ aud 

lOdd ’’throws'” «ht on this <loeslion These data hare been nssembled from tho 
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nuMi>l.ed anatnl reports ot nKroiipot , epresentot.ro s.l.ei producers _ The Btrictl.' 
domestic cempomes hod an output for the tufo Jtars m excess of to niillion oza , 
opproximotely 6S per cent of the total domestic output r i . t 

In the preparation of the tobies the productiou has been class.ned as folloirs — 
(1) OeoKtaph.c illr into domostio and foreigu and (2) according to the nature ot the 
ores flora iihich the siKer is denied The latter classifiratioii scries to sepnrolo that 
portion of thopioduetouirhichismmedesseotiollj for its onn laliie ond/or tint ot 
associated gold from that secured as a b) pioducl m the eotnetiou ot biso metal 
ores Str'^ight zme ores uarrying silver have beea lu^iegirded foi the reason that the 
production derived from them amounts to hut 2 per cent ot the total 


Silver and Silver Gold Ores 

lablelshows that m the case of these ores n icdiiction m the price of silit- of 
the 1923^ average of about ho cents pei ounce to 4d cents would reduce the 
distributable margin before depletion from 30 cents to 10 cents per ounce or 00^ per 
cent Out of this distributable margin prowsiou must be made for the return of the 
capital investment with interest before there is any real mining profit It is difbcult 
to arrive at any satisfactory figure for the average investment per ounce of annual 
production in the case of these producers of sinigbt silver ore'* The lea'son foi tins 
IS that the usual and justifiable conservative policj followed bv them involves the 
charging out of these investments rajudlj against earnings during the early hislorj of 
the properties Perhaps ?! 00 per ounce of onn ial production would le a fair 
estimate of the ainoimt of capital rcqnirci To insure its return vv ith interest ov er the 
hfe of the deposits the annual > leld ehould beSto^Oceuts per ounce Jiirealitt, 
therefore when the distributable margin £aUr> to this figure, there ore no profits 


Base Uetal Oiss 

Companies faced by ‘■uch a condition usuallj continue to produce even after this- 
‘ hviug wage has disappeared in the hope tnat better prices richer ores lower coat 
any or all will enable them to hold their heads above water These considerations 
apply with equal force to the silier lead and silver copper pro lucers It is probable 
that there would still bo some production from the first group after the price reached 
20 cents per ounce Selective mining of ores higher in grade than the average of the 
past might enable them to mamfam a limited output with soaie distributable margin 
Here again the same principle liolds true for the prod icers of silver from base metal 
ores Jth each succes ive drop m price all units would be affected but m vnmne 
degrees Ibe most III elj outcome would be that instead of certain units disappearing 
from the picture as might be gathered from tho tables the productiou of each would 
be re Weed The tombiwed efiect of such reduction should approximate that whicli 
would be caused by the elimination ot the higher cost units 

With these ideas in mmd a study of Tables I and 11 will give a picture of the- 
eftects of a falling pvice toi silver on ibis particular group of producers T'able III 
should be studied with the others as it 8«mniaii«?es these effects assummg'that the 
prices of lead and copper will lemam at about the present level of 8 cents and 

14 cents per lb respectn elr As we shall see later this is not apt to be the case 

io romutam the present requisite supplies of these metals in the face of falimn- nrices 
for silver their prices must necessanly rise However on any other assumnT.nn 
picture would become too confused to hold anj meatiiog ^ 

It should be noted in the case of the Anaconda Copper Comr..,,,, ti..» 
one-half of their domestic investment is involved m activities otl?er 
producing electrolytic coppei Presumably therefoie one-half of the i-n-wtr ^ 

15 represeiited bj income fiom these operations Before^omp ir son iS 

tjie other companies the co-t of their £,pper should be aboufH t'® 

The ca^e of the Ctah Coppei Company ^presenting over IJner cenT 3 . 1 ?^ ""'f 
production of the group d serves special i lention Silver plavs such copper 

their income that they would be practicallj unaffected In\ll n-ise^i tV. 
are after all credits and charges excepting bond interest ^nr? ,^1 i . costs shown 
.tudy of the history of the copper mdSstrFehows C the Tn .es£^^^ 

40 cents per pound of annual output on the average The figures for^lea(f'”°”" t 
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leliablo but indicate an investment o£ about one half of this imoimt If we assume 
tint in* genenl these properties have reserves, of ore in the ground sufhcient to 
mamtaui production for 20 jlii-s an b per cent annual dividend on these investments 
vmU \ield 5 per cent interest and an nnmnl instalment ^\Iuch reinvested at 4 per 
cent compound mttrest vill rolurn the capital m 20 years In other words the 
canilal charges amount to 3 J cents perpouml of copper and I G cents per pound of 
lead Naturdlj, those companies will continue to produce as long is they can earn 

aiu margin before these capital charges ^ » 

^ I rnin the ibove it ivould follow that with lead at 8 cents per pound when the cost 
as shown reaches U 4 cents profit disappeirs, and similarly in the case of copper 
With tlie metal at 11 cents per pouul when the cost leaclies 10 8 cents profit 
^ nmslles It IS Kilo to suppose- that production from these somces would then cease 
\V have already d.sciisaed the factois tending to luamtam output under similar 
coml I.O..S m the ct e ot the s.Ker in 1 .lUer gold ore In that of the base metal ores 
Sero nould be the tdded stimulus ol the prospect uf nsmg pnecs for these metals 


Estimated World s Silver Production at falling Prices 
attempt a “tire estimate of^^thejllc^^^^ „h,ch tie have figures lo do so, 

that the coLne^ 

(dt5 and siliceous and ore, cariying minor amounts 

Silver copper ores .i,. ig-d sihei croup) In general the similar 

of zine hate been ‘ are of *1116 ^ortb American oonimeat to 

geolopcal fatod strlg support ioi this assnmptmn To carry the 

tiiat of tho United Stales auora ti,o „oj|d prodactiou is questionable 

assumption further and . roaooct to the whole of >.ortii America we have 

and ,et ' t '' t Eten a snbstantial error in this 

already covered <3 per cent o ,kJ total iablcIII already referred to shows 

hahncewiU '®^6clccted*gro^^ would be affected by falling price 

‘’h'le'TaUc Tv^hmts hS os .mated cttecls^oa tvorld production a summg our sample 
;'‘;i%™sentat« tho necessary assamptioas sound 


Balance between Prodoction and Prices 

Just where the forecLt In the absence of action 

metals would be adjusted IS catre however investments and metal 

such as that P'°P“fw'“ adjusle I to changing conditions without serious 

prices can nnd will be pautimo J Id unquestionably precipitate a 

Spset On the S'rJ^^Srhea^ losses to mvlstments which amount m 

most serious condition viniiare m tlu^i country alone An unavoidable sequd 

round mimbei. to 1 thousands of workmen by the enforced 

avould bo the ° * welters refineries ic 

shutdown of mines mil ,I,„ctlT to the domestic situation it is true that the 

While tliese facts ''PP'f proportionally on Ilexico because ol the fact 

pfiects^wonldJalUven more^ sever^^ silver, largelv from lead silver ores similar m 

nature to those ot the United ^ Province ol Ontario of the Uomuuon of 

Since 1004 the s.lter ““Tes with a gross value of 225 million 

Canada lias amounted to ore ^ „as 03 66 cents per ounce 

dollars The average pnee production can be sold at prices only from 

Tt must bo obvious ,ro a tremcndons-mjtity will be done to the Caua ban 

one third to one-balf of thm ".5 here produces about 85 per cent of the total 
in.estmeuts ITie Western Uemap p this production 

woSi output With silver with 130 million at tho 

would amount to 40 mmio 
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present Ie\el As ilreadj pomteil out, the prices for lead, copper and zinc uoiild 
inevitably be Xoiced to a sullicientl> higher leiel to compeusafo for thi'i loss of income- 
from silver In my judgment, the increases necessary would amount to H cents to 
3 cents per pound of lead to 1 cent to 2 cents per pouml of copper If wo now apply 
these increases to the present rate of consumption m this country for h ad and copper 
they will amount to an annual charge of oJ to CO million dollars There is danger 
that such an adjustment in prn e in the case of copper would result m the transfer of 
a material portion of the production to foreign h mils willi consequent Boverc loss to 
domestic imestraents llie dangers of any sudden disturbance of the ''qiiihhriiim 
among the factors controlling the welfare of the non-forroiis ineial industry of the 
world are obvious Our study strongly supports the Men that the present projiosal 
would constitute a m ijor danger of this sort. 


lAIlLt 1 

Oatpat and Costs of Principal Silver Producing Companies of the ’Western 
Hemisphere for the two years 1623 and 1924 

NoTG 1 —All (lata taken fruai pubbal e I annual reports of Companiei or t ear Hook of An ericun Dureau 
of Itletat Statistics 

liOTE 2— Costs die taken after all credits and anclionges except iig 1>ond intend and depiction smIIi 
exceptions noted below 


PaoDoctss Of Out svt> SUitc^ots 1 
Ores | 

l’i«duclioi 

1 Co»t before bcmil 

intenet i nd dcpielinn 

j fiol I credit 

Crutrd Sl<iia — 

West Led Consolidated itining Co 

Siher 

191206S 

Total 

Dollsra 

640905 

Pero* 

Cents 

S3 53 

ToIaI 

DoHiiv 

Per ox 
Cents 

Tonopab aiming Co 

SOoCOiS 

212o9S7 

53 74 

470000 

n Sh 

Tonopab Extension Co 

3 CIS 018 

1301 369 

1 36 0.5 

*>00000 

24 

Tofiopob Belmont Co 

20d44o9 

J.OMOOd 

50 13 

474,CfO 

22 77 

Cal foinia Hand Silrer 

4C72817 

937418 

42 03 

_ 

— 

Total 

10*37 407 

6070602 

37 33 

1*144660 

11 36 

Canada — 

Premier Gold Aiming Co 

5 061 933 

2004 859 

32 63 

5 173 2"5 

86 77 

IsipiEBing Aimes Ltd 

6 489778 

1 753 154 

£27 01 



Neeley SiUes 

3 224776 

679 030 

21 07 




18*10977 

618 739 

32 72 

__ 



Central Ammca — 

HY Honduras Kosano Alimi g Co 

4 2^ 115 

1 

1897370 

4-1 6S 



Jfpar fo • — 

El Tigre A1 umg Co 

5 716 109 

2030346 

33 51 



Amparo Aim ng Co 

Dolores Aimes Co 

2463215 

1826 869 

792332 

1067,b34 

32 17 

58 41 

I 002 *120 

~ 1 

44 37 



clrplction leiidfurlh J«-»4p<>rlb headpcrlb 
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Supplementary Memorandum by Mr Notman 

The follon ing fiEurei nro talvon Irom the lO’o “ Mming Mnmml and 1 ear Book 
bv \^ L Skmuer, publi'ilied m London Thej co%er tho production and fmancml 
roturns £or tho year emling 30th Juno 1924 of tlio Burma Coloration Ltd 
oneratine 'er> hrgo lead mines m tho Northern Shan States upper Burma and the 
Broken llill South, I td , oporiting lariro siher, lead, and /me mines at Broken HiU 
Barrier IHnces New South \\ ales Both Ihese companies, so far as I am aware or^ 
imanced uhollj bj British capital and constitute major mdiistrial units m then 

following table I ha\e assumed that tho metals u ere marketed it 
the a\ cm"oof the London quotations for the period as reported by the American 
Biircau oAletal Statistics In comertmg to dollars I have used tho aierage exchange 
as reported bj the Federal Beservo Bank for tho period 

TVniF \ V W 

Nft Income before 
bonil intereit nnd 

IVnddft oil. Net ft n L Slw cre-l U depletlo 


C<nR{«nT 

Barmn Corpormllon 


3 01 3^3585° 


Brakni U 11 South 

NOTC— (!) "fl*' r"'* 

Exth*nie Uken J • 


Lead £«»8»3 » nc £3* > I 


huBie taken •»*» *»»J the Broken 1111 Sooth »n»rtntly no eheip* for depwc nf on 

!•) lathe lo****^ <?tle t*-" •’ 

l?r.ee^. «edThaV?h « etnoont «o IJ eepee«nt . t.ir clu.rr« to de, on In nmei.. 


njolntt 
conetroe 
lirfore debeol' 


8*3 «l 0 81 J SS9 SS3 i 31 
> and * Irer at 88 81 cent* per ot. 

>B had been n a le 
i{ I ropnated fur 
amTlajrat net aeon o 


e tatereat and depict ua. 


It will he noted thnt the net costs hr lend md r.nc, nl.er sHrer ™dits are well 
It wiu UP iiuieu renresentatuo group shotm m Table II ot nn 

llei^rt * ‘ln™m case' tha Bnrm i Corporation, winch produced over 90 per cent of 
lleport In the case oi amoimtcd to lOi per cent of the 

the Indian sill or outp t f r represented 40 per cent A 

net jneome, unile m inat per 02 ^^ould haae reduced the 

reduction in^tho selh ff P^^^^^ ^ leas than $300 000 

ne?m°coi! whde in' ol X Broken U.lt South I td , would haie eultered a reduction 

of ?G02 147 


AI’PCNDI\ 8S 

-.r er.iTri nn tho Effect upon the Copper, Lead and Zinc Mining 

Momorandum on dLreases m tho Prinn of Silver which 

Industries o introduction of the Gold Standard in 

?nTia by Mr W A C Jenison,'- Consulting Engineer, Guaranty 
Company of New York 

Pmctically all of the 

States S^ato Commissio v compliance anth instructions from the United 

Senator Tasker h ^J^'.^he reasons for the decrease m gold and silier production 
States Senate “ f le^^l,^ ehmild .t ho necessary Since most of the 
and to recomniond re me na g ^ ^ American gold production >, 

Amonmn eilvcr pr°'' “ J th„ maestigation necessarily included the 

ilerived from copper, leiu 

copper, lead and ,n cliarge of the mining im estigation, and prep ired 

The writer was the eiioi and investment m the non ferrous metal mmmg 

the questionnaire on mmiUo 

indu«trv ^ Geolo^cal Survey 192^0 Jf) '' 

• 1919 23 Geolk^si in cha^o H Testgnttonof copper lead t uc gold and slier 

yn^neer in d G"old 

U S Si.nato Comnu^* on vi 
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Supplementary Memorandum by Mr Notman. 

Tlio following figures are taken from tlie 1920 “Mining Manual and l.ear Book 
1)7 X Skinner, publi'^lied m London The^ co%er the production and financial 
returns for the fi'scil year ending 30th June 1924 of the Burma Corporation Ltd 
operating very large lead mines m the Northern Shan States, upper Burma and the 
Broken Hill South, Ltd , operating lai^ Biher, lead and zme mines at Broken iiill 
Barrier Banges New South M alca Both these companies, so far as I am aware, ar^ 
tinanced uliolU bj British capital and constitute major industrial units in then 

prepar'i^K 'So followma toUo I ha>e assumed that the metals were marketed it 
the aierafte o£ the London quotations for the period as reported by the American 
nnreaii of Jletal Statistics tn converting to dollars I have used the at erage exchange 
as reported by the Tederal Reserve Bank for the period 


Net«<Mtar ckd. SIrermdt. 


Net income l«fon> 
bond intcreet nnd 
depletion. 


CoToi»nT 

Banna CoTomlion 


Tout 

t 

3 III MS 


• 68 3 831 ISB 8 B 


L.*ed a 


Broken ini Soul! 1 *363 3 » 9 

1 t^.A d »6eS tne LS* ♦ per long lo” ““‘1 »l«‘' P” ‘ 

NOTt— (I) 'LtcraifO tnml pnee* L **<1 £ »06> tne ao i a 

E«han« taken »t ** tl a nroken Hll Sonth appamillf no cliarjo (or deprw »1 on had been m-ule 

I-) In the tranecript ot the awanu of ^ appropriated for 

X«et r."od Thi melThat ?h . 

before deWnl ite ntereat eod 4«pl«' oo. 

r 11 V 1 1 111. 1 iPb net costs for lead and zme, alter sdier credits, are well 

It wi l be noted that the net costs jj 

within tlie range o ' jj„rn,j Corporation, which produced over 00 per cent of 
Report In the , 1 ,^ Srer credit amounted to 107 per cent of the 

the Indian silier output to - „ , jj ]| ,, represented 49 per cent A 

net °L‘“f,n™r re 10 c«ts per oz would have reduced tlie 

reduction in the selhngpnce $4 000 000, leaving them less than S300000 

neTmcomel wblirthat of Se Broken Hill South I td , would have suffered a reduction 
o! §002,147 


8«3 Bl B 61 1 6S9SS3 

I afid a Wer a 
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a the Effect upon the Copper, Lead and Zino Mining 

Momorandum on ' decreases in the Price of Silver which 

Industries of ““““ introduction of the Gold Standard in 

Mi'a by C*^Jenison.= Consulting Engineer, Guaranty 

Company of New York. 

„ P sv 1 fe. rvintamed IQ this Report were collected by tbe TTnit^d 
PracticaUy all of G^ld awd Silver Inquiry, under the chairmanship of 

States Senate Commission or ,n compliance with instructions from the Qnited 
Senator Tasker L Ocldie ‘ ^ decrease in gold and siher production 

States Senate to ip^glation should it be necessary Since most of the 

nnd to recommend Temeoiai ^ American gold production !, 

American silver 3 ores the investigation necessarily included the 

derived from copper, lead and “ 

copper, lead and zinc maustriea mining investigation, and prepared 

The writer was the engineer i v^^^egtn.eat in the non ferrous metal mining 

the questionnaire on minin^ 

indu«trv ^nner United States Geological SuTYey 1923-5 ifninpr 

. 1919 23 Geologist m <=^»;S®7,tS?ry»eU invest gat on of copper lead z nc gold and haver 
Engineer m cl arge S Irer Inq= *T 

U S Senate Comnuas on oi uo 
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The Effect of a matenal decrease m the Pnce of Silver apon the Copper Industry 

llie copper anil silver producinp gxoup of mines under consideration in the 
tJiiited States represents about iO per cent of the total copper production capacity ot 
the domestic industry Trom 19i9 to 1924 mcliisive, tins group produced about 
-40 per cent of the total domestic production and about 20 per cent of the world s 
prod ictiou of copper 

Ihroughout that period tlie average protluction of silver from this group uas m 
excess of 50 fine ozs per ton of copper The credit for silver per lb of copper 
has decreased with the decitase in tne price of silver from J 12 cents in 1919 to 
1 bl cents in 1924 

\ practically propoitionate deciease m the cost of prodncing copper (due to 
mettillurgical miproveu ents selective milling and pioduction on the most economic 
scale) and m the Sblling price of c pper lias however resulted in a nearlj constant 
relationship between the value of copper and of silver produced 

lor the entire peiiod under consideration the value of the silver recoveied from 
the mining of copper has varied from 8o per cent to 112 per cent and has averaged 
102 0 pei°cent of the total net intoie fiom imuiiig and inaiketing copper Tliat 
IS, the value of the silver recovered from the ramiDp,, recovery and marketing of 
the metals contained in the silver I earing copper ore has exceeded the total profit 

^^^Tmthermore m the veai 1924 the cost of producing copper by this grmp was 
reduced to approximately the mmimum which may be reasonably expected undei the 
pieseut and most economic scale of pioduction aod yet the value of silver recovered 
from the copper ores produced was J7 pei cent of the net income from the operation 
Ihus tht price of silvei deter umes the net profits from the production and 
markeung of coppei from this gioup as a whole 

With the nrico of copper lemmnmg constant a decrease m tho pnce of silver 
♦rv nhrl It t'l Cents per 02 would nial e it imcossible for more than one oi two of 
L ompaLfm £ poup to oporo.o a. a real p.of,, and Bonn ot lhs,n .onid 
operating or market reieise mtlimit jnrurnng an operating lo»s 
r, conte per oz and lulh no reverses ot any kind 

fh s Kioi r"! companies would onlj earn about §o UOO 000 . pon an niitstaudmg 

mvesfmentotmorethan $000 000000, orabout Spercent (eigUt lentils of 1 percent ) 

mves mentof m m tbis group would be mirgmal producers and 

ilieroloie au o , j j „ o^pital miested ever return the miestment 
qiii 6 unable to eyn an adeqi ate ret „orth of outstanding bunds 
itself, or ^ prjce of silver would be proportionately more disastioiH 

A further decrease m the price or t^ere would be two alternatives 

r atS gr=,ip4 S’m .ctei.e m.nmp and (2) .usprn.mn of 

for the mines of thi g-o p-^ ^ permitted operations 

operalions P market fof tho past seven years has forced upon this group 

The state of the copp broad scale Highly ^elective mining however did 

of mines selective ! 

not , 1 ^ mafiimimof selective mining possible greatly lowered 

tonnage combined witn tue 

the cost of production that sufficiea,, selective mining could not bo 

Consequently it he loss of the silver credit for any appreciable length of 

practised to compensate for tn could be practised to compensate for the 

time Even if curtail production enormously (thus creating a shortap 

loss of silver credit, it would ci P ^vithout profit and render the 

of coppei) quid ly exhaust i ^ ® f g, uie ore impossible without an 
eaplmtatiou of 

increase in price ot copp o ,nstead of being enormously curtailed a greater 

If operations were suspenaw p„ceof copocr would meritahly mcr^se 

shortage of coppei would resuu OTcrations as marginal producers The 

enough to emble thc»e ,™uld sliglitiv depress tho pnee of copper 

reeiimpuon of operations nj ims i ^^5 „ thout profit or would force 
agoin resulting m erhnustiou ol o 

suspension , ..™ei ihroughout the world would inoreose at least 

III either case the price ol copp margin il producers thus failing to earn 

2 cents per Ih snd these mme much less repaj it n a ,1 

interest on the outsUindmginvesm [ o ^ „ [i, uud the 

lurtliermore the ,uto marginal prwlucer- through the decreased 

transformation of this group of mines 
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The d-ita coUected covered the period 1913-24 inclusive, and aie esceedingl^ 
comprehensive and complete for all oi the prmcapal mining companies, and represent 
approximately 95 pei cent of the productive capacity of tlie copper industiy% 
75 per cent of the lead, 7U per cent o£ the zinc, j 5 per cent of the silver, and 
55 per cent of the prodiictuB capacity of the gold mining industry 

A very careful and accurate analybis of the record* ot the companies was made for 
the sole purpose of determmmg the facts, and, if possible, recommending sound 
permanent solutions of problems of the industry , , , 

All of tbe data were collected under the pledge of regarding the individual 
companies' lecords as highly conRdential Consequently in this Report only 
aggregate figures can be shown. The data are the most accurate that could possibly 
be assembled 

Companies inclnded m the Report 

Coppei Companies 

All of tbe Anteiican copper companies uhoso income from silver is a substantial 
part of the total income, and necessary to the successful exploitation of silver bearing 
copper ores, have been included 1£ it were possible to include an analysis of the 
cost and production lecords of all the small copper vein mines of tbe Western States, 
the vitvl importance of silver in the successful operation of this group of copper mines 
Mould be moie strikingly demonstiated 

The productive capacity of the group included in tins Keport is about 40 per cent, 
of the total domestic productive capacity and tbe pioduction of the group foi the 
years 1919-24 inclusive uas appioxmuiely 40 per cent of the total domestic 
pioduction aud 20 per cent of the production of the world The production of this 
gioup 18 three to six times as large as any additional production nhich would he 
made from the rest of the industry without greatly expanding their present plants 
and equipment 

Therefore, any vital change in the conditions under which this group of mines is 
opciatiDg would be transmuted to the rest of the industry in the same or greater 
proportions 


A/etliod of determining coits 

rhe costs herem shown include all the direct and indirect costs of mining, 
concentrating smelting, refining and marketing, depreciation and taxes The costs 
and income shown is that which has been actually derived from the production and 
maiketing of metals 

Non operating income, such as that from customs smelting, sale of power, 
lentds, Ac, has been excluded, since in all cases the operations are too small and 
unirapojiant to be earned on independently of raining, and would therefore cease 
with the suspension of mirnug operations 

The costs and income have been carefully segregated according to metals for 
those companies wbicP produce large quantities of two or more of the base metals 
\\ here considerable quantities of more thm one base metal are produced and it is 
impossible to allocate tbe costs accurately, the secondaiy base metal ’has been 
^pre^sed m terras of the principal metal, according to their lespective values 
Depletion (return of invested capital) has not been considered as a cost and no 
consideration has been given to income from investments ’ 


Lead companies 

A very hrge rart of tie tvestoy ted prodnetioa el the United States is made by 
humlreas ot small operators who sell their ore or concentrates to the onstoms smelters^ 
ike cost record o£ this producliou is not available, or it is too inaccurate to he of any 
value Consequently, the cost statistics oonlamed m the tables represent only five or 
sir ot the principal westera cad mine. These statistics, however, are a souil basis 
tor theeonsidera ionot the load industry, sioce the production ot lead from these 
mines varies far less with the aiictaauons in the prichs ot lead and >.l, , n 
the prodoctian from the smaller mines Consoojentit it mav h. df » 

great maioritj of the small western mine^S “^naTnrod^^^^^^ 
and so important, are all more nearly marginal ihaii'thSe la^^o m.rl \ 
are shown herein ^ whose costs 


Mithod of determining costs 

The methods of arriving at costs, credits, and 
the same as for the copper companies and the data 


income for the lead companies are 
are m all ways comparable 
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The Effect of a matenal decrease in the Pnce of Silver upon the Copper Indnstry 

llio copper niul silver produemp group of nunc under considention lu the 
Uiiiied St uea rej rLacnts a! out iO per cent of the total copper production capacitj of 
tlio domotio mdu tr\ From 1910 to 19iJ inclusive, tins gionp produced about 
40 per cent of the total domc>.tic production and about 20 per cent of tlie world s 
production of copper 

Ihroughout that ponocl tlio average production of silver from tins group was in 
excc s of >0 fine oz>. per ton of copper ilio credit for silver per lb of copper 
has dccrci'>od with tho deertvso m tnopricoof silver from J 13ceats m 1919 to 
1 bi cents lu 1924 

\ prvciicallj propoitionalo decica‘«c in tho cost of producing copper (duo to 
meUlliirgical improve ments selective muting and production on the most economic 
scale) and m the stlling price of c pjor has however resulted m a uearlj constant 
rtl uion^liip beivvcen the value of coj per tnd of silver produced 

lor tliL entire period under cons.ideration tbevalueof the silver recovered from 
the mmiiig of copper has var ed from So per cent to 112 per cent and has averaged 
102 ) percent of the total net mono from mining and mail etmg capper lliat 
i^,^he value of the silver recovered fiom tho mining, lecoveri, and marketing of 
the metals eoulaiuod m tho silver I earing copper ore ins exceeded the total profit 


thereon . , , , i 

lurlheniioro m the veai 1024 tho cost of produemg copper by this group was 
reJucc 1 to nnpronmatolj till iimm lu ii ivlucli iiuj be reieombly eipectccl iimlor tlie 
liriwiinnil inost ccouoraii Roll of proliiction niil jet tho vnliio of silver rocoiered 
from tbo copper ores proJuccil vr is Jf per cent of tho ne. income from the opontion 
llins tliv prico of silver ilclcniimcs tho net lirofils from tbo proiluttion nnd 

inarUltnn of copper from this groip ISO whole 

W illi Ihc lirico of copper iininining con=tnnt n decrease in the price of silver 
to ahint o! cents per or no il I n ih it linrossihle for inoro than one oi two of 
ho companies m this group to oporate at a ictl profit and none of lham could 
withS a inatenaf operating or ni irUt retorso nithont luciirnng an operating loss 
Vnrihe, nr. with silvcr at 33 couts per or and with no rcversis of nnj kind 
Sue rot companies nouUI onij eatn shout ?o 000 00( upon an outstanding 
this *1 c.(;ooo 0 d 000 ,orabout b per cent (eight tenths of 1 per cant) 

‘"''nisrnro t o tins gro ip would bo marginal producers and 

rheroforo n I o , „„e3ted evemturn the investment 

usnit nr hli n date nearlv ■=! 300 000 OIX' north of oulstantling hiinds 

‘ktur her Seaso la the puce of silver would be proporlionatoly more disastro i 
A further ciocrcaso I i alternatives 

^\ lth yjf j -roup-Kl) selretne mining and (2) iutfiprusion of 

for tho fe of^per again permitted operations 

operations market for tho past seven jears has forced upon this group 

The state of the coppt broad scale Highly selective mining however did 

of mines t-eje^no „rcatlv re luce tho cost In 1924 howevet incrcasel 

emubS mafumun of selective imn.ng possible greatly lowered 

thecoatofproluction that sufficioau selective mimiig could not be 

Conscqucntlj u «'ccms c appreciable length of 

practised to compensate lor tii nine could boiractised to compensate for the 

Le Even If 'f =;'"‘ (thus creatW a shortage 

loss of Silver credit. It would cu . Q^es without profit and render the 

of copper) quickb ealiausi uio j « j ade ore impossible without an 

eaploitation of “lhao?S of silver credit 

increase m price ol coppv b m-tead of being enormously curtailed a greater 

It opentions wore sitspem en pnnoof copper ivoald inenlahly increase 

shortage of copper would resuii ^ operations as marginal producers The 

enough to enable these mines lo depress tho pnee of copper 

resumption of operations Dy inis „ i without proBt or would force 

ngam resulting m eal.ai.st.on of oro 

suspension , mnner throughout the world would increase at least 

111 either case the pneo of coppe producers thus failing to earn 

2 cents per lb “a'' much less repay it 

interest on the onlsuandiaginvestm pe, lb and the 

Inrlhermoro tho ‘“cn-ased price through the decreased 

tra islormntion of this gro ip of mines 
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value of silver would tmdoubtcdlj resMlt ju i rapid lucicise m productive capacity of 
the hro'e low f'l vdc non silvei bearing low ctal Aineiican South American ami 
Afnciircopper “mines equal 01 iieaily iqnol to tlio proUictive capaciU ol tins peup 
of mines In stick an eieiit this gioup o/ limes icoukl soon kaie to be abandoned 
111 summary it is concluded that the decrease m the \alno of siUer to ^3 cents or 
less per 07 would ultimatelj prolab’y result iq— 

( 1 ) i loss or a failure to ieco\er between §000000 000 and $700 0 Qu 000 of 
outstanding iniestnieut Jii these mines , 

( 2 ) the loss of seieril thousands of imllions of pounds of copper (5 000 000 000 

to 10 000 000 000 — north at present ptices $100 000 000 to $ 1,100 000 000 } 
contained in the ore reserves nluch could not be mined 


Lend companies 

Ihe most conspicuous development in the domestic non ferrous metal mitmig 
industry since the war has been the exlraoidinarj increase m the consiiniptiou and 
price of lead particularly since 1019 This increase up to 1923 was m excess of 
200 000 tons, or dl per cent and was paitiillj supplied by au increase of about 
12o 000 tons m the domestic production about 107 000 tons of winch incicasc was 
supplied bv increased oi new production from the silver lead mines of the w cst i he 
Central States, under the inducement of high prices of 1924 were only able to 
increase their production 49 000 tons, or 21 per cent over the 1019 figure 

The accompanying tables indicate the mciease of domestic production according 
to sources ind establish the fact that the marginal lead producers of tho United 
States are the western silver lead mines It is apparent tint on aeronut of tho new 
high level m the price of lead the increasing consumption the taiiff on imports and 
the failure to develop (with the notable exception of one mine in British Colitmbm) 
anv new large additional source* of lead, that so far as the United States is concerned 
these Diaigmal silvei lead producer* of the west do ind will determine tho domestic 

K e of lead probably at some utihnovm point below that price where consumption of 
18 restricted by the competition of suijstitutes 
It 18 impossible to determine accurately the cost of production of a \trj large part 
of the western lead because it is sold as ore or concentrates to the smelters and is 
deiived from hundreds of suiall operators who«ecost leeorcls are inadequate for the 
iccuratp determination of the cost of pioductiou Iho ucconipanying table showing 
the co^ts of lead in the principal western lead imiics is however, sound criteria upon 
which to draw conclusions as to the elTei i on the pjoductioa of lead of a largo decrease 
in tlie price of silver since their produciion is fairly constant and of low cost 

The five of the principal lead companies whose costs an shown for 1919 1920 
and 1922 are far nioie independent o! QiicUniions in the price of wlver than the 
numerous email ones which sell llieir ore directly to the emeUers It is a wiatter of 
common 1 nowledge and smelter experience that production from thoi« mines which 
sell then ore and concentrates to custom smelters vines greatly with fluctuations in 
the price of lead and silver and it is certain that most of such production was not 
and could not be made at decreased prices of leal and silver which ditl not and would 
not materially affect pioduction from the five niinoa whose costs are sliowu 

Toi the years 1919 to 19^2 inclusive tho average cost of lead for the five mines 
considered was 8 2o cents per Ib tlio silver cierlit 4 22 cents per lb of lead and 
the net cost of leoil was nl out J 3 cents per lb Thrae nengea .ndmle mmos ’tritli 
relatively hrgo Bilvoi pjotlnctioii ami mines nttli rrlativdy small stlvei production 
and may be taken as tepresentalitn bgnree for tbe nunimum averatte tost ol prodoction 
cl lead m tbo Jteslein Slates It js n notable fact that for tbe three years under 
comideation the value of silver pralnced with tlie lead bv these mines tvas 
1/0 per cent of the total net mcome from the operation, ^ s v as 

UminestioimWy there hare been changes tn tho cost ol production sinco ID” but 
in Beneralthey have largelv increased instead of decreased The iiinl,.r w 

lead m WiJ and 1924 enabled tbo Inrge loir cost m.nes (matnly the! .o'Z .rtt 
increase tl eii production bj minin„ lowrer glade ores thus inoieasing tlitir^voS™ 
cost of production The higher puces pennilted the mines of the Utah and siSr 
fSTr “entTuToof”' ‘ 6 P“-nl 102 d md pracboali 

posJrbll-S SrC"r mr.£^~rS’T“ 

rlivisihle imo two classes a) the low cost half ol the present prolmfloi; which wa's 
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po'.sible tinder llieXnirlj Ion letd puces of 1022 tnd ( 2 ) thu high cost half of the 
preacut production nhicfi is possible onh under the present high puces for lead aud 
ter) hr^e credit for siher 

fn 1921 the silver produced by the Utah group was below the aterage for the past 
•^ovch tears and jettvasfrom I 20 too 00 ozs of siUer per ton of lead Ihe siher 
ere lit tailed for the diflcrent ton panics from 4 cents to 7 tents pei lb and ateraged 
o 3 cents per lb which is twice as great as Uie difference m the price of lead in 1 J24 
and 1922 (2 SC cents per lb) Olniouslt with such large silver credit and the 
inabilitC of this group to produce more than one half of their j resent production with 
lead at 1922 pncesf'i 7 cents per lb) most of their income if not all ot" it as a 
cTToun is still ueritcd from the aalue of silver In others the average credit for 
silver per lb of leid in 10®4 for th s group of mines was 5 Scents per lb and 
increase in 1924 prices for Ici 1 over 1922 was only about 2 30 cents, Xherefore a 
decrea o in the price of silver to 15 cents or less per oz (the price of lead remaining 
constant at b cents) the pr dnclion of this group would be curtailed about 
o(i per cent (the 1922 r ito ot j reduction) oi about 3j 000 tons Similar curtailment 
for the rest of the Western States would be inevitable and would total at least 
70 000 tons since the smallci Colorado Nevada Arizona Idaho and Montana mines 

areeqiallv if not more dependent upon silver «, , , 

Such curtailment of production wo iM result iii a shortage of lead and an increase 
in the price of lead sufficient to restore this prodiicUoii to the position of mar^nal 
proluclton or m increase eq lal to loss of silver credit aboit u cents per lb of 

'"vetic-..! mines wbcli .upplr the pr noipal prrt of the .inpoits pt lea.l into the 
Ln. rf Strtes nro etui more dependent open sitter tor the e leoessfnl operation even 
he nrelrnt liiqh price of lead than are the most ot western domestie iiimee 

ete:‘^;S.“n“creasein£pr,eeoneadd,an.^^^^ 

domestic "'''’t/L ^SoC cents 0 6 cents pe. lb ot lead would met.tablp 
will, out n of lead and a rise of price to ench a level that eten 

Zsenmrgma! Ss co Id sSppl> the additional qnantity of lea I necessarj to meet 

the den and ,|„i,e lead about 11 cents per Ih 

\n increase of about jbe last tit o years t hen the 

a price which has ^ for Ihcir sdver It is consoqnentiv beheted 

Sliver load producers ha 1 no competition of 

that tbo subsequent 

substitutes, but due to pelieve that a decrease m the price of silter 

Pheretore it is '-“''''y, an mcreased price of lead of at least 3 cents 
to about 3 o cents per or „t 5 15 000 000 perjear to the present cost 

per Ih thus adding jm prewnt rate of consu nption 

of lead to the consumers at the prew stimulate production 

rurthermore such on ILj mmes and the low cost foreign mines such 

from the non silter bearing domra an 

as the bullivan mine in urnisu mmimam sum ot the domestic and 

additional 70000 to J . j L „ deeVease m the price of silver) the American 

Mexican production greatly anecie , p, „,rg,oal with a decrease to do per cent 

and Mexican production 'runf* . ^ fi, of lead would ho permanently 

per or of ad'er S^^fprico of lead and the mines could not be operated 

at a profit. 

Z.iic mi ICS Western Stales with the exception ot three or tour are 

The zmo mines ot the Mestem c ,,,1 

small more or leS’,'"“™ '““‘i^JSei any conditions until the recent successful 
and were more or less marg na 

detelopinentofselectito mia^^ ,„cl„sue three ot the principal western zmo mines 

Durmc- the period 1019 — moms IHOOI) tons ot zinc at a cost ot 

madJ an°atorag'e S atirage credit for silter ot about 8 00 cents 

approximately 6 cents per m 
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per lb nnlviRK 'i n(t col ot 7inp sligbllj llnu 1 cents per lb Tbc 
credit for silver reprebtiitcd more linn 100 per cent of tlic net jncoiiK from the 
operition 

Die incre-i'cil selling price of ^inc hns resHltcil in an increased cost for nnnj of 
the snnll producers as well ns some ot the larger ones on account of the treatment of 
lower gride ores, but the proportion which the value of Bilvor hns borne to the iirl 
operating income Ins rcmnitiLd nearlj constniil thus contributing the principal pm 
of the profit derivctl from this operation 

Mobt of the 0 mines under the present comlitioin can operate for 10 to JO years, 
wherLas those mines in tho Central btates probablv cannot inamtam their present rate 
of pro biclion for more than five or mx jears vrithout most uuoxpcctocl ilibcovcnes of 
new 2 U 1 C fields in the Cinlral SlalCb \eT> nctive deaelnpnu nl ami prospecting m 
zinc regions of the Central States in the last few jears has not ri'iiltcd in the 
discoverv of an) new fields or in great!) cxlmding the present ones riiercfore, for 
eoine)ears at least such zinc mines n& most of those of tlie U estcni t^Litcs will 1 h 
marginal mines and Lonseqnentl) will largely detennino the price of zinc lliis 
determination of price is a function of the price of silv er, and in tho m tin an) loss dm 
to a decrease m the price ot silver must be compensated for bv a corresponding 
increase in the price ot zinc 

However it is not believed that a decrease in the price of silver to do cents or 
less would result m an increase m the price of zini. of more than a cent or a ci nt and 
a half per lb , but this increase would be essential to those western mines, and 
It w ebsontial that tliev coatmvic to opetato since thc\ are the onK mines on this 
continent with long assured lues that i«, with icnr hrgi developed and polcnlnl ore 
xeserv es 

Complex lead zinc oice 

Tho failuTO of five )eaT8 of more or less active pro-pectmg to reveal ativ hrg< now 
lead or zinc districts aud the increasing demand for lead and zinc Jns concenlnlcd 
nttentiou more or lo«s successCulIi on selective flotation and elcciro-therniic production 
of complex lead zinc ores which, together with the high price of lead and zinc and 
tho large credit for silver has made available nnllioiis of tons of complex had 
zinc ore So far as can bo determined at the present time, tho increasing demand for 
lead and zmcmustbcsutisfied largeh, if not mostl), from *.uch complex ores In Utah, 
several )ears’ experience with selective flolatiou of complex lead zinc ores indicates 
that the average creilit for silver is ubout $6 per ton of oro treated 'Ihis is 
understood from confidential sources to represent at InMt SO pex ^ av. 

the miner of such complex lead zinc ores Obviously, a material dpcnase m the prict 
of silver would make the treitmcnt of most of such complex lead zinc ons imiiossibU 
without a corresponding increase in the price of lead and zinc ' 


Custom smelting and refining contixmies 

Ihe principal profit derived from the tubtora smelters and relmers of lead m thfr 
United btates is from the price margins on luttals tho recover) of moro mtld 
particukily silver than is paid lliat is, the principal profit is dinvcd not from’ 
treatment charge" but from bu)iDg the lead ami the silver in the oro or coiicentratts 
at the market price, lecovenng more metal than was paid foi and selling them (the 
metals) at a higher price tkm the purchase price Since the credit o( siUrr m 
customs ore varies from 2 cents to 25 rents or 30 cents per Ih of lead urodiu ,] 
material decrease m the price of silver would imaLo bucK custom opcntioi imnObSibk 
without a great increase m tho price of lead Losses which the customs i 

refinera would sustain from a decrease in the pice of silver would ulti, r 

course he transmitted to the miner, but the result would be the same in 
a large increase m the price of lead If the price of silv er coiilmnmisU ,i 
would be nearly impossible for tbe smelters to pav the minera for their 
sustaining serious losses since under the piesent b) stem the miner is mid Vir 
ore concentrates on the basis of tho quotations of metals in k’evv \ork n« 
on which the ore or concentrate arrives at the smelter, and tliP cm li die dav 

Wd to bell the silver at a future unknown but low^ce 

decline would have to be sustained bv the smelter, or an euSl, . to such 

settlement developed In any case, the situation would be chaotic ior some Um^” 
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SiliLi inine$ 

No effort Ins been m ale to sbotp Uie costs of silver from the straight silver mines, 
since, on account of the \ \n ing condition^ of the sih ei market for the past seven 
years, it is impobsiblo to illustr ito a\enge couditioiis 

Until the expiration of the Pittman Act, costs per ton of ore n ere sacrificed in 
order to make a largo production, and since thattimehighly sclcctue mining has been 
extonsivolj practised in ordci to effect the decreasing value of silver Consequentlj , 
the costs records alone arc insiifhcient dati upon which to base an opinion 

It IS certain, bowoier that even at the present piice of silver, but few silver mines 
are making much profit, and it is evtn more certain with silver at 33 cents per oz 
or less that in a verj fen jears (foui or five at the most) the silver production from 
this group of mines would be nearly negligible 


SUMMARY 


Cop;)ci 

The decrease to 3*1 cents or less per oz of silver would m all probability result 
in an increase in the price of copper of about 2 cents per lb , a loss of some 
■JOJK) million invested m the coppersilver mines of the west, replacing of their 
production bj foreign production and the loss of 5 to 10 thousand million lbs of 
metal contained in the ore resencsof these mines which could not be successfully 
operated under such condiuoiia 


Lead mincfi 

Tlie result of such a decrease m the price of silver so far as lead is concerned 
would in oil probabilitj bo prtmanlj and principally that of increasing the price of 
lead about 3 cents per Ib and making the silver lead mines of the west marginal 
producers, thus rendering it impossible for them to earn interest on the investment 
or to recover the outstanding investment 


Ztnd mines 

The decrease m the price of siUer to about 35 cents per oz or less would 
nrolnbly be reDected merely m m increase m the price of zmo of i cent or a cent 
and a half per lb , the less of part of the zmo reserves of the ivtst and the more 
rapid exhaustion of the comparatively short lned reserves of the Central States 


Complex lead zinc ores 

Until the merease in the price of lead and zme offset the loss of the value of 
silver the necessary production from the complex lead zme ores would bo cut off and 
their general availabilitv he postponed and increased in cost 
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• UO 

10910 
10»0.5 
SCToO 1 

10674 

Go,29» 

3h«8'l 

’'00 

10134 
14‘>M0 
40 131 
107j 

I 

I 

201 012 
4''0’U 

1 1175: 

8 200 
20*855 
384*i> 
1 230 

Total South Americi ^ 

4J' V7S 

loC m 

ll34b'> 

191 1«2 

1 2i2C15 

2a7 7'4>' 

Europe 

Austria HaDgary 

France 

(rermany 

Jugoslavia 

Norway 

Russia 

Spain and Portugal 

Sweden 

I 713 

‘k; 2 
m>4 
1,3 J’ 
in'* 

4 442 , 

171i 

1 71H 
1‘Hill 
2ivi 
L13 

25A)3 

1 ('ll 

4 COO 
; ‘»3»7 

20 344 : 
4 lib ; 
I b m ' 

3b 5^*0 
t J4C5 

5 0o0 

1 l**J 
18 739 1 
^ <01 1 
lOSbs 
2*>0> 
40 

07 I 

SSV 

1 sail 

1 18 731 

1 7^3C 

1 881G 

220) 
0711) 

' 3 It'O 1 

4 4CV 

1 5511 

21 49a. 
S97l» 
10 'JH 

1 3l(KV 

CO 71 1 

1 3 0^b 

Total Europe 

f s% 

5»«i>3 

7fbSr 

8j84s I 

; ii39ij| 

1 118701 

Asia 

Other Asia 

Total Asia 

Australasia 

Other countries 

Grand totals 

st>46S 

10^^ 

74*27 

5'*3 

SJbN 

lv2’'0 

1 

59C01 ! 
1 u 

70 310 
810 

C0 3<S- 
1378 

8< oGb 

7o3»0 1 

bOJOO 

Cii6‘>o ' 

7J 12i j 

70 75f 

IS 116 

21327 

20 80*1 

13 7a4 1 

IJ *’9j I 

la 711 

3154S 

33 708 

4’'.01 

'IJ 1 

1)0410 ! 

114 700 


3-07 

3 30T 

3 30 ; 

3 307 : 

4 40*1 

lOuDahjy 

1 OS'* U>2 , 

bOoroO 

99d Ola 

1 41S 11,3 : 

15141)1< 

In tbecata oCU£ SgnrcB for 1919 

are actoal prodnction bj m ate 

and 19 0 an 

baaed on Id all 
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TABLE 9 


Zinc Companies 



Inc 

S Irer 

Zioc 


netatg. 

An 

ntetate 

Toltl 
opent ng 

inclnd Dg; 
depreeia 

tint 

operating 

iocoma 

Cost 

ponnd 
of z nc. 

Silver 

credit 

pl^nd 

of ZIOC 

Nw 

oTznl 

Propof 

valne of 
•Iver to 

Sneome 


1000 lbs 

IWX) 02B 

4UW 

SOUU 

$ww> 


■IQ2I 

Lis 

Cts 



r 








8 C46 

1 47? 

7 16? 











4 416 

1 135 

3 2S1 

J40 

1919 < 








8 10 

5 33 

2 71 

13a 

1 

20l‘b0 

509G 

9G91 

4509 

14 870 

12667 

4403 

G IS 

2 20 

4 IS 

102 









9 5W 

1 821 

7 



i 








4 827 

0 91 

3 «S7 

341 

19’0 •( 








6 59 

2 37 

4 22 

i 4 

i 

243022 

4960 

isiaa 


20022 

IGOaS 

39b7 

f. f,W 

2 732 

4 H74 

101 

r 








10 71£ 

4 77-j 

5 945 

424 

1 








3 A.K 

0 T2J 

2 C15 

634 

1922 < 








4 77 

2 84 

1 93 

7b 


231 27G 

C392 

10 50j 

5444 

15939 

11830 

4C28 

.> 115 

1 17G 

3 «19 

118 

i X'i 

G79 248 

IG 454 

35 379 

14 ICl 

50 831 

405a2 

12 99S 

5 970 

2 085 

3 885 

109 

1922 ) 













TABLE JO 

Protabla Production of the World made nnprofitable by snccessive Decreases 
10 the Price of Silrer. 

Lead 

Price of silver Short tons Percent of world production 


5n 

33i 

10 


50 


33J 

10 


97,000 6 7 

160000 10 8 

383 000 20 1? 

Woild’s production 1924 « 1,457,000 tons 

Corhrr 

Short tons 


100,000 in U S No estimate 
made for foreign 
production 
400000 
400000 

World’s production 1024 - 1,500,000 tons 


Per cent of world production 

0*7 from US No 

estimate for foreign 
production 


table u 

Probable Percentae-e of Silrer Production ol the World made nnyrofitable bj 
successiTe Decreases in the Price of Silver. 

Price of ..Irer Drj end ..i.ceoo. 
cts per oz 


an 10 20 =0 20 

334 00 ?? -n 

ICO or '0 -9 

Probable Silver Production in the World mode nnpiofllablo byeocooeiive 
Decreases in the rnce oi oiiver 
iUllimis of Ozs Fine 

Dr^ nnd siliceons Copper silver 
ores ores. 


Price of silver 


3 \e 

50 

331 

10 


Leavl.6ll%er 

ores. 


Total 


15 

75 

04 

Total world’s production 
Total siher accounted for 


13 

40 

44 


19 

25 


- 240 

- 220 


47 

140 

lUO 
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appendix S9 

T^etter from Sir James Wilson, K C S I , to the Secretary to the Royal 
Commission on Indian Currency and Finance, dated Annieslea,. 
Crieff, Perthshire, the 8th September 1925 

lime the honour lo submit im the mliJmiiitioii ot tlni Uejel CoKuni^^smu copes 
olilla paperoii Indnii Lurrencj to( 1 Lrchange ivhich I retd in rebnian 10-d 
to \he Leonomic bocety o£ Ldmbnrgh and (-') tn urliele on ' Indian Currencj 
Polic) which I am sending to the Asiatie Settew in the hope that the calciihtionb 
I hate made may he fennd useful 

Paper on Indian Currency and Exchange, by Sir James Wilson, K C S I , 
dated Slat January 1923 

It IS with some diffidence that 1 renluie to iddiess this Society on such n 
complicated question as that of Indian Ourrenej and Exchange I cannot claim 
to be a financial or a banking expert and it n. onij as i humble student of economics 
that I approach this subject which is of immense importauce to ihe prosperity and 
welfare ot the milhons of India It appears to roe that the safest basis for the study 
of such a subject is to get hold and to keep hold of statistical facts so as not to loae 
oneself m the clouds of theorj and I must ask jou to bear nith me while I put 
certain figures and calculations before you 

The Paper Pound Sterling 

lu this country we are accustomed to see rates of exchange quoted m Bterbiig 
For neatlj a centurj before the outbreak of war in 1914 a quotation m sterling n eant 
a quotation m sotereigns or frictions of asoiereipi because ill legal teudei bank, 
notes wore freelr couiertible into sotereigo'*, ivhich could be exported nithont 
restriction The sovereign contains lid grams of fine gold while the United Stales 
gold dolhi containo Jo 23 grams so that i sovereign exchange^ for 4 87 gold 
dollars and up till 1914 the rate ot exchange lelween London and New lork could 
not vai'j from this par rate bj more than o small fraction above or below the cost of 
triusporting gold from one country to the otbei whatever the balance of trade might 
be And as a matter of fact for luauj tears up to that date the lowest point m the 
rate of exchange between London and Men lorkwas 4 77 dollar* to the pound— a 
diffeience from par of a httle ovei 2 per cent 

Immediate!) after the outbreak of war Parliament passed an Act authonsing the 
issue of one pound Ciureuoy Notes and making them legal tender to the saiiiL value 
as a sovereign Ihe export of sovereigus from this countr) was at the same time 
forbidden except under special pennissiou from the GoverunienU The effect of these 
provisions whicli are still lu force was to male the Currency Note practicallv 
inconvertible into gold for the purpose of international exchange , aud as a natural 
cousequeuoe the value of this practically lucouvertible paper currencj varied mainl) 
aceordiug to (1) the relation between the den and for and supplj of the notes and (2) 
the ideas of financiers (including bankers meichants and investors all the world over; 
as to the prospects of an increase or decrease lu the note iss le and of the Currency 
Notes a^ain becomiug freelj convertible into a t'Oveieign A credit m sterhnf^ 
therefore no longer meant i command over so many sovereigns but Oulj a command 
over ®o many currenc) notes and the value of sterling in international evchan<^e 
become subject to violent fluctuations TLe best measuie of those fluctuations is the 
rate of exchange vith Newkoik because the United States have managed all through 
tokeepthur notes convertible «?o that a credit m dollars has all through meant a 
command ovei so n any gold dollars Another measure of the value m gold of the 
British paper pound has been available since 1919 when the Governmfnt gianted 
permission foi the sale of South Afncan gold bullion m London with freedom to 

gixi-g the ,ctal quotations ou certain dates of 
n, f c exchange tearing on this subject and (2) the coriesnoiidiug value,, 

m grams o! line gold or ot Onosiliei calculated on those quotations*^ 411 tliroiigh 

the real basis of international exchange ha* been and * i iJ “ *i f 

the common measure to whieh attention shonld be speoiall, directed^ m Ibe aXf of 
the different currencies m grams „£ fine goU f tale as one of dates dlS 
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Janinrj 1920 because it ^ i*; immeliatelj after that elite namely ou 2uil February 
1920 that the Secretarj of State for India made his momentous annoimcemeut that he 
aionUl aim at givinit the rupee i hied laltie m e'^changt of one rupee for 11 3 grams 
of fine gold — that is one-tenth o^ the gold content of the sovereign As the latest 
of inj datesIUaie giieu the quotations for ^Ist Jan nrv 1923 evactli three years 
after and h) i\ay of comparison to show the changes which have taken place during 
the last 12 months I give the quotations for the corresponding date m 1922 

On 31st Jamiari 1920 the \alue of the British paper pound sterling as shown 
both b) the rate of exchange with Vew loik and bj the results of the sale» of gold 
m Ixandon with freedom to export was at about its lowest beiug thou equivalent 
to 82 gpiins of fine gold— that is 72 per cent of the 113 grams conta ned m u 
8uierei"n— in other words it was worth only 14s 5d measured m gold The British 
Government had on the Report of the Ounliffe Committee declared its intention to 
restore the free mirket m gold in loindon which would necessarily lead to the 
restoration of the paper pound to the aalueof i sovereign and had tal en practical 
steps to mal o a gradual redaction iii the quantity ot paper currencj outstanclmg 
which amin would necessanlj tend to an improvement m the gold value of the paper 
currein,} ..mt As a result ot tint policj bj- 31st January 1023 the talue of the 
paper poimJ had nsen to 09 5 grams of 6ne gold cqu.raleot to 88 1 per eeut ol 
the gold in a sotereign and during the list 12 months there has been a further 
imprortment until ou 31st January 1923 Ae pnte of gold m London gave the 
paper T«nnd the aalue ot 198 1 grama ot fme gold which 9a , pee cent 
of the 111 grains in a sovereign-an imiiroicmcnt ot 8 h per cent m the last 
12 months W e are non therefore withm » per cent ot seeing the potmd sterling 
v^laed m London m Now lork and theretore all the world oier, as eqmialent to a 
lovereiia One ot the ohieS reasons tor tins marked iraprovenient which has n 
sovereign , , the 8teriin'» oncesof ill micles imported from abroid aid 

Srall nSs produced m tin, country which hive to compete with them has been 
ot ainrticies pro * Curreocj N^otes oaUimding For instance on 

100 ? the fluintitv of Gurreocy Notes outstanding was £303 million 
31st Iimiarv 1^22 the quintitv^o^^^ u reduced to £279 milliou-i 

ind bv ® ent A father reisou i» the mcreise m the ratio of gold 

reduction of , P reserve ngaimt the cuixencv notes to the total issue from 

and bmk notes jif to 17 3 per cent on olst Januarj 1923 The 

16 S per 1 iUe\inpro\eraent is no doubt the growth of confidence 

chief m the delerminaliou ind ability of the British Government 

tbroiigliimt the ^alueof the legnl tender currency note to tbit of a 

to restore it m ewy ^ the true ineinmg of the quotations during rec-ut jeir it 
sovereign In judging ^ t the value of the sterling m which thev 

™\ToS?fnd dFs,,.?ptt'phn IS m reduce aU such quoted prices to terms ot 
gnins of fine gold 

hidi III Currency before the Ivor 

, ♦ v, nrmciDil legal tender m Indn has been the silver rupee 

Foruearlj 1 G> crams ot fine silver Up to the yearlSi^ 

weighing ISO grains and c « remimed in the neighbourhood of lo o ozs 

the world ratio between . , quoted price of standird silver m London 

of silver to 1 oz of The corresponding rate of 60 per oz 

remained m the f,np— tint is to siy, 1000 ozs of stinmrd silver 

British standard silver is London price of standard silver meant i 

contain 925 ozs of fiue ® jl,e ^^lue m gold of the IGo grams of silver 

price of 65 7d per fine oz At . 22 Gd and the exchange value of the 

contained m a uipee com was j. to jear remained m the neighbomhood 

rupee though it fluctuated sLi > ^ became a general idea 

of that figure— not far ^-teath of a pound which would make it worth 

that the rupee was wortn aoo 

11 3 grams of gold nonelisation of silver and action taken in Anienca 

About 1073 Geuuauys deno the worlds demand ir gold and 

and other countries lei ® j silver Tbs cm ed a rapid faU m the gold 

diminution m the ® demam^ jg g.lver instead of 

vulueof eilier '’“‘'I m 199 uu m Lomlou fell to 24J per oe at which me 

15 5 and the price BiUer mas only 92 m-teid of 22 01 Dorinj 

the table mljmdon ot I„d,aQ Mints remained open ami the rupee 

the first part of ‘hm pe™ I the rupee necessanlj fell with 
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the fall in tbe ^alue of ihe 1C5 ginms of silver contimed m it until in 1S02 the 
rupee was uoith. oul\ 15(i lusteadof tho traditioml rate of 24ci In 1893 houeiei, 
the Indian Mints were closed to the free of siUci, and for eotne years 

practically no addition was made to the nu nber of rupee coins m existence, whilo 
the demand for them increased wi‘h the growth of nidus prospeiity and trade , bo 
that the value in exchange of the rupee com was no longer determined bj the i alue 
of the 165 grains of silver contained in. it but, after falling to 13d m 1894, steadilv 
increased until it was suabilised at 16d per rupee, or Rs 15 to the sovereign at 
which rate it remained until after the outbreak of war, although the value of the 
silver contained in It u ent down to less than 9d in 1909 The closing of the Mints 
had thus resulted m unlinking the rupee from silier and the success of the action 
taken to stabilise the rate of exchange at lOd meant that the rupee was now a token 
com hnked with gold at the rate of Hs 15 to the soieieign, or 7 53 grams of gold to 
the rupee 


Effect of the IFnr 

M^heu war broke out, many Goaemments took steps to collect as much gold as 
possible and prohibited or greatly restricted the export of gold India has alua\s 
been anxious to secure as much as possible of the precious metals, and during the 
four lears ending with 31st Maich 1914 she alisorlied 88 inilhon sovereigns’ worth 
of gold — nearly one-fouith of thewoilds production for those four years The war 
and the action taken by various Governments including her own gieatlv restricted 
the import of gold into India uid during the five jears of war conditions her 
absorption of gold was onlj 30 railbon sovereigns worth whereas had war not 
broken out she would probablj have absorbed during those live years something like 
100 miUiou sovereigns worth of gold Being thus slarved of gold, tho people of 
India demanded a great mcreise m the import of silver and iiltinntelj forced the 
Government to impoit immense quantities of silver and con it into rupees The 
Government found itself compelled to take steps to meet this demand, because it had 
greatly increased its of paper currency and locked up its currency and gold 
standard reserves to a large extent in securities which owing to the war, could not 
be reahbed except at a serious loss , so that m order to maintam the convertibilitv of 
Its paper currency, it had to^isme rupees to meet the demand In the year ending 
with Slot March 1919 the Government of India imported 23G million ozs of silver, 
while the worlds new production m that jear was )es> than 200 million ozs This 
excessive demand of India for silver, together with the demand from other countries, 
led to a verv rapid nse m the world price of silver measured m gold, and on 
31et Januarj 1920 the price of sdver m hew lork was 133 cents per fine oz , as 
compared with the aveiage pnee in 1913 of 61 cents— that is to sav, on that date an 
oS giM rroi.^ cmimasa ta S gzs of 8l^e^, whereas m 

1913 it commanded 34 ozs On the same date the quoted price of standard silver m 
london was 83d peroz while m 1913 the average price was 2&d On the same 
<hj gold sold m Uiidon at 117s sterling per oz as compared w ith the 85s per oz 
at vvhich It sold before the issue of the practically mcoiiverlible paper currenev , 
so that in Tendon on that daj the ratio between gold and silver was 15 7 to 1— or 
neailj the same as in hew lorl 


In India dminphn war and for sotb time alter the Armistice, while the import 
ot gold waa severely restiicted and silver was imported m immense quantities the 
valne of gold measnred m s.hor or m riq^s nit, .rally rose v erj rapidly with little 
regard to the ratio between them m the world ontside Betore the war the price of 
gold remained practically constant at about Hs 24 to the tola of ISO grams-ihat is 
I 0 grams, to the rupee and the price of the sovereicn wi<s Rq lo 11111 m 
the beginning of September 1919 gold was selhncr in d qo 

(5 6 grams to the rupee), vvhich would give the price oF thn 
contained m the sovereign as Rs 20 lu SpteX lOlV^L 
began to sell considerable qnantlties of gold m oZ” m, ‘ r 

bringing down the ptice of gold by 31sl Jamiatj ig>0^ m aT 
... (, 7 grams to the rupee , We on tho sj^e date ml? 

tbovaloeof silver as measnred mgold chiefly earned hvf ? increase m 
for silver for purposes of <.0103^.6 the rupee vv^-is quofecl i demand 

(compared to the pre-war rate of 16d lir ruDeel^ (fj London at 2bd strihng 

low gold valne of the pound sterfing which ^ ^‘/“"ance is made for the 

of the sovereign, this means that on 31st Janna.v lob'a T i'" 'T ‘’7' 
9 C grams of fine gold while m India ovnncr f^rv; P®® London 

® owing to the restricted supply of gold a 
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rupee ^ouUl onh buj C “ grains, anti on tbnt ditu. while both m London ami m 
New \ork an ounccof gold uonW fau^ on!j nbotit 15 o ozs of silver, it would m 
Indn bin 23 5 ors 


Sicretnii/ oj MnleV Amiotuieemeiit 

On -nd robrunrj 1920—11^1 is, about three jears ago— the Secrctarj of State for 
India surprised the world bv 'innooncing that he vvonld aim at giving the rupee a 
fixed y-ihio in eTcInngcof He 1 for II 3 grams of fine gold— that is, ono-tonth of 
the gold content of the sovereign, that the sovereign notild be made a legal tender 
in India at the ratio of Rs 10 (instead of the pt1^-war ratio c£ Rs 15) to one Sivereign, 
that the import and export of gold irould soon be freed from Government control , 
and that the prohibition on the pnvato import and export of silv.w would be removed 
in duo course Tins announcement had an immediate effect in greatly reducing the 
price of gold in India expressed in rupees, and by JOth Fehroary 2920 the raltie of 
thoaoiereigncoui m India had faUen from Rs 17 to Rs lo, at which rate it was 
then still legal tender On 20lh June 1020 the Oovernment of India announced 
that the restnctiona over imports of gold bullion were removed, that eoiereigns 
would cease for the lime to be legd tender, and that tliey would submit a Bill 
pascnbmg the new ratio of one sovereign to Ih. 10 at winch the sovereign would 
again become legal tender (The necess.ir 3 Act vpas passed on J5th September 1020) 
Accordmgli, since 12th Julj 1920 there has been no restriction on tlie import into 
India of cuhor gold or silver bullion or sovereigns, and India has been able to obtain 
as niiicb as she wants either of gold or of silver Her excessivt- demand for silrer, 
which was lirgclv duo to her being prevented from getting as much gold as she 
wanted, has now cca>ed , and as other countne-s al«o, such as China and South 
America, had been prevented from obuiiniog the gold they wanted and were now able 
to satisfy their requirements and thus increase tho world^s effective demand for gold, 
while at tho same lime rcihicing its effective demand for silver, the consequence of 
Uijs removal of restrictions was a rapid fall m the value of silver as measured m gold, 
and nu equaU«atioti of tho ratio between gold and silver all the world over Bj 
Slst January 1922 that ratio whichm 1913 was about 31 to 3, and on 3Ist Imuar/ 
10^ was 15 5 to 1 both m London and in New York, but 23 5 in India, had become 
nbont 31 to 1 in all tbree countries According to the quotations it is still at nbout 
that figure— that is to saj, at present pretty well all the world over on ounce of gold 
exchanges for about 31 or 32 oza. of silver, which is not a verj different ratio from 
thatwmchprevailedin 1913 when it wasSl ozs of silver to 1 oz of gold Thischange 
in the v-aliic of silver as measured lo gold can perJiaps be best nadei^tood from the New 
York prices of foreign silver m cents per fine oonce, which were lu 1913, bl cents , 
on diet January 1920 1J3 cents, and on 3Ist January 1923, 64 8 cents— that is 
much the same ^ lu 1013. The London prices which are quoted m pence sterling 
per ounce 925 fine, were m 1913, 2S<1 , on Slst Januar> 1920, 83d , and on 31st 
Januarj 1923, J1 U — again not much above the 1913 price 


C/iange« tn Ihe I aluc of ihe Rupee 

In India wlien, owing mainly to her excessive demand for silver, the world price 
of siliermeiMired :o gold ro»o ver;- rap.dl, the yhio m .aleraatioeal otohan^ of 
the rupee com which lied heen much below the tnliie of the lOo grams of fine mher 
contmied iii it, nivtunlly ro,o w.t'i the ri=e in the mine of s.Iier b ilhon nut, I on 
Jlst Jmoan 19’0 the rupee tns quoted in Loudon it 2Sii sterling ns compared 
with the 16d at which it had long stood up to the ontbrenk of wnr-thnt i, to snj , 
the ™lue of the rupee in pence slwling hud nesrlr donh ed and, ns n Ireudj- 
raid It was on tint date worth in London 9 0 grams of fine gold as compared with 
JuL 7 V It was worth op to 1914 lint when owing to the remoial of the 

J^r ctioS^on the ram emeiits?t gold imd silt er bnll.on throaghonl the world the 
effeeUte demand for gold morensed nod the effectiie demand for silter decreased so 
eiiecuve aem u h , nieasnred in £?>ld or m sterling or m nipees fell 
that the value o . tJjempee fell along with it For some time the value of the 

greatly, the b^honvahie^ with the value from day toilay 

rupee In ,t , so that for the time being the rupee was 

of the IOj ® Ijeen before the Indian Jlmts were closed to coinage 

ibi frnM value of silver Ml so did the valueof the rupee in international 

exchange, until - , j British paper pound was worth onlv 81 per cent of the 

y.-nTfore^gii%t Pr'ce«f the -s equivalent to httle more thin ISif 
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the fall m tbe value of tbe 1G5 gmins of silver contameil m it. «ntil in 1S92 the 
rupee W 13 north onU ISd uibteadof tho tnulitionnl rate of 2id In Ib'JJ liowc%er, 
the Indian Slinta were closed to tho free ooinago of silver, turn for some ycare 
practically no addition was made to the nu nber of rupee coins in existence nliilo 
tbe demand for them incieased wi'h tho growth of India s prosperitj and trade , so 
that the value in exchange of the rupee com was no longer determined bj tho value 
of the 1C5 grams of silver contained m U but, after falling to lid m 1894, steidilr 
increased until it was embilised at IGd per rupee or Its V) to the sovereign at 
which rate it remained until after tlie outbreak of war, nltlioiigh tho value of the 
silver contained in it went down to less than Od m 190J Tho closing of the Hints 
had thus resulted in unlinking the rupee from silver, and the success of the action 
taken to stabilise the rate of exchange at lOd meant that tlio rupee was now a token 
com hnked with gold at the rate of IN 15 to the sovereign, or 7 53 grains of gold to 
the rupee 


Effect of the 

"When wai broke ont, many Governments took steps to collect ns much gold as 
possible, and prohibited or greatly restricted the export of gold India has olwavs 
been anxious to secure as much as possible of the precious metals, and during the 
four rears ending with 31fit Harch 1^14 she al>sori»ed 88 million sovereigns’ worth 
of gold — nearly one-fouith of the worlds production for those four years The war 
and the action taken by various Govcrnnients including her ovvai gicativ restricted 
the import of gold into India md during the live jears of war conditions her 
absorption of gold was ouly 30 Riilhon sovereigns worth whereas had war not 
broken o it she would probablj have absorbed during tho c five years, something like 
100 million sovereigns worth of gold Being thus starved of gold tlic people of 
India demanded a great mcreise m tho import of silver and ultiinatclj forced the 
Government to import immense quantities of silver and co n it into rupees Hie 
Government found itself compelled to take steps to meet this demand, because it had 
greatly increased its issue of paper currencj and locked up its currencr and gold 
standard reserves to a large extent m securities which, owing to the war, could not 
he realised except at a serious loss so that m order to mamlam the convertibility of 
Its paper currency, It had tojisiuo rupees to meet llie demand In the year ending 
with 31at AJarch 1919 the Government of India imported 230 million ozs of silver, 
while tbe world s new production m that jear was )e»s than 200 million ozs T his 
excessive demand of India for silver, together with the demand from other countries, 
led to a verv rapid rise in the world price of silver measiirLd m gold, and on 
31st Januarv 1920 the price of silver m New Aork was 133 cents per fine or, os 
compared with the average price m 1913 of 61 cents— tint is to sav, on that date an 
<wwice of gold viowld ouly couwuuwi w> Now 'Swk IG 5 ozs oi silver, whereas in 
1913 U comraanded 34 ozs On the same <hte the quoted price of standard silver in 
London was 83d per oz while in 1913 the average price was 28d On the same 
day gold sold in Uiidon at 1I7« sterling per oz as compared with tho Sos per oz 
at which It sold before the issie of the practically incoiivertililo paper currenev , 
so that in I^nclon on that day tho ratio Ween gold and silver was 15 7 to 1— or 
neaily the same as in hew York 


In India during thn war and fora, mn tin, a alter tl,n ArmistiCL., wli.Ie the import 
ot gold wao Beverely restricted and sdrer was imported m immense quantities the 
a Jue of gold rneasnred m silver or m rupees natnrallj rose aery npidiy with little 
regard to the ratio tetween them in the world outside Beloro the iiar the price of 

gold remamed practically constant at about Rs 24 to the tola of 160 grams-that is 
1 5 grams to the rupce-and the price of the sovereign was Rs 15 But m 
he hegmmng of September 1919 gold win, selling m IlSmbav at Rs J» per tola 
(5 6 grams to the rupee) which would cive theTjnnPftF n o t r n 

contained in tho sovereign ns Bs 20 I^Septeraher 19in^hp^?‘' grams of fine gold 
began to sell considerable quantities of erfd in^h^ the Government of India 
bringing down the price of gold by SlsAamixrv 19 "o- * 

is f) 7 grams to the rnripp whil« .1 ^ to about Rs 2i per tola— that 

the value of silver as measured incold ovvmg to the great increase in- 
fer silver for purposes of comaie tS India a excessive demand 

(compared to V pre-vvar rat^f }^onion at 28 d storliug 

low gold value of the pound sterling wh^ch wSTthen'i '‘>Jo"ince is made for tho 
of the sovereign this means that on*^31st Jant^v 19>n 

9 0 grams ot fine gold while an InX owZ tn tl m London 

rnaia owmg to the restricted supply of gold, a 
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r„pcc "OUW onlv b„^ 0 ‘ f ms ind on thnt to. ,rh,Ie both m London nnd m 
MnbT^23 j o“s ' I'oy only nt out 16 o oz, o£ s.Kor it ironU m 

Sierelfiri/ o/ btate f Xmiouneemcnt 

On 2nd r ebnnrj 1020-tlnt is nbont three ye.rs ago-the SecroUry of Suto for 
India fitirpnsed the irorld hx announcing that he xronld aim at giving the rupee a 
fixed >nluo in eiclnngoof Uo I tor il a grains of fine gold-that is one-tenth of 
the gold content of the 8a^ ercign that the soiereign trmdd be made a legal ten Jer 
m II < n nt the ratio of Tls 10 (instead of the pre-war ntio of Rs 15) to one sovereign , 
tint the import and export of gold would Mion be freed from Government control 
and tint the prohibition on the pnxalo import and export of sdvir would be removed 
in duo course This mnoimcement had an iniinednte effect m greatly reducing the 
price of gold in India expressed m rupees aad br 10th February 1920 the value of 
the fiosereign com in India liad fallen from Rs 17 to R> lo at which rite it iros 
then 8tdl legal tender On 20th Jiim, 1020 the Ooiermnent of India announced 
that the restnctions oier iniporte of gold hultiou were remoied, that soiereigns 
would cease for the time to be legil lender and that thevavould submit a Bill 
pre<5cribing tho new ratio of one sivercign to Rt> 10 at winch tlio sovereign would 
igam become legal tender (The nocess m Act wa» passed on ISth September 1930 ) 
Acconlin^l) , fimcc 12lh luU 1020 there has been no restriction on the import into 
India of uther gold or silver bullion or sovereigns and India has been able to obtain 
as much as she wants cither of gold or of silver Her excessive demand for silver, 
which was largolj due to her b^ing prevented from gi-tting as much gold as she 
wauteil h is now ceaied , and as other countries also such as China and South 
America, had Wn prevented from obtoimog the gold the; wanted and were now aWe 
to snli'f> ihcir re<imreincnta and thus increase tho world s effective demand for gold 
whde It the same time reducing its effective demand for silver, the conseciuence of 
this removal of restrictions was a rapid fall m the xalue of silver as measured in gold 
and an oquah«ation of tho ratio between gold and silver all the world over 
3Ist Januarj 1922tliat ratio winch in 1913 was about 31 to 1 ond on 3Ist Janttar/ 
1920 w^s 15 ’i to 1 both in London and inKew lorh but 23 5 in India, had become 
nboiit 31 to 1 in all throe countries \ccorvlmg to ibe q lotations it is still at al»ut 
ihfl t figure— that is to eaj at pre«ent prettj well all the world over an ounce of gold 
exchanges for about ul or 3 ’ ozs. of silver which is not i very different ratio from 
that winch pres ail^ in 1913 when it was 31 ozj. ofsHvertoloz of gold Thischango 
in the a alue of stiver as me tsured m gold can perhaps be best ondeibiood from the Jvew 
iork prices of foreign sil'cr m cents per fine onuce which were m 1013 bl cents , 
on 3lst Jomnrv 1920 133 cents and on SUtJanuarj 1023 64 8 cents— that i® 
much the same as in 1913 The London prices which are quoted m pence sterliug 
per ounce 92o fine were in 1913 2Sf on 3IstJanuarj 1920, 63d and on Jist 
Jamiarj 1023, 31 4d— again not much above the 1913 price 

Changes %n the Value of the Rupee 

In India wl en owin" mainly to her cXcesSive demand forsdver the world price 
o! silver moi-ured in gold ruse very npnlly. the v due m iiitem-ilieml erchun^ of 
the riipM com which Ind hcii much hcloiv the rnliie of the 105 gnii^us of due mlier 
coiimmod nut iiitiirallyroto irith the ri-e m the vuliie of sd.er b dhou uutd on 
diet J-mu-irv 1020 llic rupee ins qoDlel m Loudon -it 281 sterling ns coinpured 
iTitli the ICfl ut irhich It had long stood up to the oulbreifc of irar-that i, to say 
the valllo of tho nince in pence sterling hnd nenrlr doub cd end as n ready 
snid It vras on that date north in London 9 C gnins of lino gold as compared mth 
fltn 7 u wss w orili iip to But wbeD owing to the removal of the 

restricnoS^on the inovcaeulsEl gold and silver bi.Uion throughout the world the 
ellectnc domaud for gold lucreased and the effeelire demand for silver decreased so 
fw /i^f cilvtr whether measured in gold or in sterling or m ruiees fell 

Sfaiy the idhon aloe of the rupee feUrdong vvill. it Lor some time llie v.lueof the 
If.ATnl PTcInn<-e corresponded closeh with the value from day to dav 
rupee la mteniatio cmitained m it so that for the time being the rupee was 

of the 16d ermns of ^ ^ XxtoTO die Indian Hints were closed to coinage 

WaISIi value of silver fell so did the value of the rupee m mtemational 
m 1893 As the gold value theLomlon rateof exchange was onlv loJ to the 
exchange until on - J British paper pound was worth onlv 81 per cent of the 

rupee and as 0° ruA equivalent to little more than l^d 
gold in a 60 \ ereign, tins pnee oi 2 
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measured m gold— that is to say it was then worth in London only nhoiit j 0 gniiis 
of fmegold as compared with the 7 *> grams it was ivorth before thoivar and with 
the 9 0 gnins it was north m London on 31sf Iitnnry 1920-^tiIj lb rnontlis before 
Since then th° value of silver has ri=,en somewhat as <si.honn by the use m the 
New York quotation for foreign silver nhich has risen front 59 cents on 2drd May 
19^1 to C 1 « cents on 31st lanuary 1923 and there is no doubt this had some elToct 
m raising the value m exchange of the rupee but the rupee is no longer closob 
linked with silver, as it has not closely followo 1 the price of siher lu its donnuar I 
course On dlst J muary 1922 the exchange value of the rupee in London was lo 0 I 
sterling oi much the same as it was before the war as compared with the 23rf 
which It had reached on aiat January 1920 before the aunoimcement of the Secretary 
of State s new policy On 31st January 1923 it was 10 od sterling or little aboic 
what It was a year before or in 1913 But it is to be remembered tint a poniu 
sterling does not now mean the 240th part of the gold m a sovereign hut_the 2lUth 
part of the value of a paper pound and as thepaperpoiind is now worth 9j 7 per cent 
of the sovereign this mean* that on 3lst Janiarj 1023 the valie of the rupee 
measured m gold m T/mdon was onlj la Bd as compareil with IGd before the \v\r 
Still this IS) a substantial improvement on its value a year ago, which measured iii 
gold was then 13 7d During the last 12 months, the lupce has risen m gold value 
along with the rise m the gold value of the Britiih piper pouud In other words on 
diet January 1923 the rupee was worth in I ondon 7 1 grams of fine gold as compared 
with the 7 j grama it was worth before the war and as conipaitd witii the 9 0 grams 
it was woith in I^ndon on 3ist January 1920 an I with the 0 5 grains it was worth 
a jear ago Thus the rupee has nearly att une<l the \ ahte m mternatiouil exchange 
as measured m gold which it possesst 1 before the war but is still verj far short of 
the value of 11 3 grams of fine gold aimed at b> the Secretary of State in his 
announcement made three years og) In 1013 the rupee which was then a more 
token com representing one Efteeoth of the gold m a sovereign although it contains 
only 165 grams of dne silver, bought either m London or m India about 255 grains 
of silver On 3lBt January 1920 when there vvas such an cicesstvo demand for 
Oliver m India it bought only about lo7 grams but on Slst January 1921 it 
bought m London 213 grams m India about 217 grams— that is to say it bought 
enough fine silver to make 1 31 lupee coins, and to that extent it has become unlinked 
from silver 


India 8 Slocl of Gold and Sifter 

Fiom time immemorial India has been a gre it absorber of the precious metals 
From l83o to 1919 India imported net £316 million worth of gold, of which more 
than half was imported since 1900 I reckon that at present tlie quantity of gold m 
\ke ■pcrvaeesMwv oi mawkiwA is aliowV 1 000 vmUvoa was — enough to make 4 2^0 niilhon 

sovereigns — and that of this quantity India possesses ibout 100 million o/s iboiit 

one-tenth of the world s total slock And is less than C million ozs is in the 
Government Treasury neaily the whole of this large quantity is held by the people 
m the form of ornaments or hoarded coin or bullion During the five y ears before the 
war she was absorbing on the avenge 6 niilbon ozs per annum— nearly one quarter 
of the worlds new production During the war she was only allowed to absorb an 
average of less than 2 million ozs per oiinuni but, when the restrictions oil flic 
movements of gold were relaxed she at once took advantage of her recovered liberty 
and during the 12 months ending with March 1920 ab<5orbed G million ozs This 
appireatly satisfied her demand for the tune being as during the following 12 months 
she ab^orbed Ipss than 1 million ozs , and partly no doubt owinr» to the wnnr 
m l920 1 she during the 12 months enLg with March 1922 exerted netTalf a 
million ozs More recently however she has again liegiin to outbid the Lnited States 
for the gold available in the London market, this change being no doubt p^Slv due 
to last years good harvest and the prospect of aintliei good harvest next^’llav 
Diring the calendar vear 1032 India imported from this muntrir ij * *i^ 

value of £12 8 milhon— about 3 million ozs — liesides 46 million nt ^ 
total q lantity of gold held in India includes nearly 100 million or, n 
which before the war were legal tender at the late o/lts It ner c ^ sovereigns 
coming into circulation especially m the Punjab But wow l£i tf "i 
leg-,1 tender for only Ils lo m ncoordancP kft feSecTe n ‘"n ^ 

severe gn is no loutrer v ccretaiy of otate s policy, the 

,.l.en h! con get lof^t fn irD^rr 

e,en the forn, of sovereigns ts out of the reohomug ns .egnrdS oTrf nkUon ® ’ 
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Indi'i 'ilso contain'? m enoimouo qnantity of silrer, miifh of it m the form of 
ornaments Tioin lb35 to 1919 she imported net 2,00{) million ozs more than one- 
thiul of the world s production during that period But, as the Mints have for the 
h'lt dO yeir-!! been closed to the coinage of siUei except on Government account tho 
uncoined siltcr la not ataihble for purpoaesof circuhtion Practically, therefore, 
the curnnej ivailable for circulation includes only the coined rupees and the 
Go\ eminent a cmrencj notes ihe success attained before the war m heepmg the 
eschatige \alueof the rupee stable at IGd gold was due to the closing of the Mints 
and tlio consequent limitation in the numlier of papers available for circnl ition while 
owinirto the increase 111 India stride and prospentj , the demand for rupees rose, 
until the rupee was worth much more than the vilne of the silver contained in it It 
could not rise except bj a friction above Ibd because the Government w as bound to 
meet t a soicreigii as the eqinialent of Us 15 so that if at any time the exchange 
a ilue of the rupee rose aboie lod it wonld have paid to impoit sovereigns into 
Indii and to pa\ debts m hovoreigns instead of m rupees Bven before the war the 
Gm cmmeni of Indi i tempted no doubt, bi the great profit it could secure bj coming 
Che npXr mto rupees e\cli oi uhich could be .seued .e a token com Canal m talue 
to oTeh leenlh of a eoveregn aided greatly to the rnpee eomage and dimng the 
U t eam end.P" with lOlu no fetter than I hOO mdl.on new rupees were coined 
I heu nlcn as already explained, the Oovermnent of India m conseqnenee of the 
Iben 'hen as , j,„,ng tlie war found it necessary m order to 

restiictioiia on t P , ^ obtain immense quantities of silver 

r“'‘^Toad%Xom i^ ending with 31st JIarch 

tnTnSrm t coinage amounted to no less than 1.034 million rupee coins making a 
1010 the ” » . cunenci since the beginning of the centuty of over 

gro-is addition to tl .e nnhkelv that ani large number of these coins have 

d GOIl ’’"‘'"’i" into bullion or ornaments hecanse the 106 grams of silver 

been melted and turned i ,e„erally be bought in the bazaai at much less 

contained m the one baml for the quantity of rnpeee m 

cost than Re 1 melted since it may bo estimated 

India lit the J ear lOUO a id tot tiie , ^ j„pee ^ very largo 

that there are at present in eaiste^^ b ,[ „ became north their 

number of these '-otos 'te h d for circiilalion When the hnrveslb are 

while to spend them, , ,|,ey hoard rupees m large numbers When the 

good and tho peop e y® P „ hoarded rupees and send them into oiroulation , 
ban ests nre poor •’toy Pto** ‘®® ,otnal ciicnlation is apt to vary fiom time to time 

“r'.l'“or r:“^so1S'“lso^r“X^^^^ of 

mejsured m rupees 

Currency Note Issue 

. -r India have thus added greatly to the number of rupee 

While 111" Sbternment of ind^ increased the quantity of ourrencj notes m 
coms meaistence thci^h^j^^_^jl»j^,,„„,„gamtement _ 

j„d,aii Paper Currency lesene (Vi«m>» °/ B'lpts*) 



ieH IsirtDec J9«l 81>t Dee IS*" |2>adAng 


Ihote escalation 

’'•Td”re7co,u.adWh.u.»^ 

Gold coin and boU * Fncland 
Gold com and bullion in England 
Government of Indm 
Bntisb Govei-nment secuntiea 


1725 

740 


1 ^ i ^ 

fmm Rs C6l millions on 31st March 1914 

e total note circulation has mc^ 1932— that is to say, it has nearly trebled K 
L 1 742 millions on 31st Dewm^^ A quantity now m existence in Imha 

r Intimate of 4 000 miUiou t of le^ml tender money, apart from gold, 

estimate or a about Rs 18 per head of population 

correct, , ,^qq itullion ,nce 1914 has been approximately— 
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million It IS true that n \ eij hrgs proportion oE tiie»e lupecs and notes are eithei 
hell III reserve bj Goserunipat oi are hoarded by ilie people and 1 see that 
Sir Fmdlaj Shirras lu In'* book, on Indian Finance aod Bmkmg estimates tha^ ou 
Slst March 1919 th™ aotive circulatioi oE rup*»> and not-s wis Us iOiO millions 
which gives an aierage per head n£ Us 11 4 as compared with 7 omlJJi lint the 
whole of the rupees and notPs m existence in Indii could be made available foi 
purpcKes of cuculatioii iF the holder;* were nilling to use them for that purpose \Iy 
point is that at presi nt gild is practicnllv o it of circuhtion m India and the rupee 
com 19 no longer linked either with gold or with silver bit bO fai as mtematioiial 
exchniige is concerned is merely an inconvertible nuit of currency subject to the lav\ 
which *regulates all inconiertible onrrencies— -that is to say liable to change m its 
vnlne measured in gold according to changes in the relation between the total 
aaailable supply of the currency and the total effective demand for it— and that the 
total available supply of this inconvertible currency has m recent years been 
enormous!) increased 

When the people of India hate more iiipees than tliey have an ii imediate use 
for, whether for purposes of nrculatiou oi hoarding the rupee coins flow back into 
the Government Treasuries and as will be seen from tlie above statement the 
quantity of silver com and hulhon held in the Cunency Rcberve in India has 
increased from Rs 20j million on 3l8t March 1914 to no less than Rs 860 million 
on dlst December 1922 — more than one fifth of all the rupee coins in existence— the 
increase during the past jear being Ra 126 million, wlut,h affords strong evidence 
that the total amount of rupees and notes is at piesent much laiger than India realh 
requires for all purposes It is unfortunate that the Goveintnent of India should 
have felt itself compelled m the three years ending with Slst Slaich 1919 to coin 
o\er 1000 million new rupees and so odd to the total of legal tender money m 
existence It was compelled to do som order to nnintam the convertibility of its 
immense iSbUe of cuiTency notes and the mistake apparently was to allow the qnantitv 
of curroncj notes in circulation to reach such a lii„b figure It is usually supposed 
that a bank or a Oovernmeat makes a profit o it of its note issue and to i ceitain 
extent this is tnie but in the case of In^ia there must have been a serious loss to tl e 
Government from its evcesaive issue of notes It was compelled m order to maintain 
the convcrtibilitv of the notes to purchase an immense quantity of silver from outside 
India (mainly from tlioUnitel States! at a time when silver ns inea&urel m gold 
was pxcossiielv dear Ihe coinage of over 1 000 million rupee corns m those three 
vears inuit have cost a laige sum apart fion the cost of the silver, and now the 
Goveriiiiiont of India has to store and guard 80b million rupee coins besides gold com 
and bullion to the value of 24 million sovereigns and to find the interest on the 
074 million nipees worth of Government of India securities held in the Currency 
Reseivt Altigether, if a calculation were made it would probablj he found that 
during the last eight years the Government of India’s increased isaiie of currency 
notes ins involved it m a serious net loss 


Ihe Gold Statidaid Hexene 

binco the Mints wore closed to tne free coinage «f silver m 1893 the cost of the 
IGj grams of silver contained m the rupee <oin has geaorall) been much belovr 
He 1, so lint a large profit has accrueil to the Government from the coinage of new 
rupees ou Gov ermnoiit account Thn profit lias been placed to what la 
Ooli Standaid Reserve to which also the intetc t on the accumulated funds is 
f^arntd This reserve which on 31st March 1014 miioimted to 2o 5 million ummik 
it 7", December 1922) £40 000 000 sterling practicall) all held iii shor^t dated" 
Ilniish Government securities Ihe existence of lias reserve has no doubt helped 
“ch'^ngo >>i.lilhos sotar had l,tUe effect oa the rate of 

III ha 8 Balance of Trade 

III iBtinntinK Indies bihiice oE trade it is necessary to meltid, i r 

Ooiorameni stores mto In lia be nuse India has got to pay fer th ‘„ , 

It IS also necossarj to rail ule the lirge iniporta of gold Ld siW 
Govenmient or priiato aerount becanse thej also hate tfhe paid for W ““ 

Iniln and 1 ccoii.o the gol 1 and silver are imported mto Intho iS exports from 
toaljestlho holanee of trade a, to meet the de, “Tot tt Iplp "o" 

preeioes met ils for the piiriKjses of ormmtnts and hoarding So rael oe.T.^’ 
a isihlc net exports of meroh rad™ from India for the life j ears eTg p 'tliTois®! 



APPENDIX 89 


581 


-ivpro iS 1 milhon pounds nnd the nveragenet import o£ treasure during those five 
venrs wns iJb 000,000 Putting meichindise and tieasme together the averagt, net 
i.vporl\v\3 22 1 inilhou pounls Jhese figures represent the visible exports and 
imports but Indn Ins to pay each >eai a large sum m addition to the value of the 
visildc iinpoits lor the >ear representing (1) interest on capital belonging to 
residents in foreign countries which has been invested in Indn whether by w aj of 
Joan to Government or to private companies or to establish industries in Indn 
(>) payment for services rendeied to luln by fbreigneis whether m the Army or 
the Civil Services or in private capaciUes such ns shipping banking insurance 
^nd industr al undertakings m so fir as the remuneration for such services is 
iiavablo outside Indn or is remitted to other countries by residents of those countries 

ofren-iontoJoreigiiorsiiholmveretiirneltotheir o«n ooiintnes 

°ml nlio nko pawneat ot their pomioa, outside India 'll! these payments haie to 
he made hy India m the form ot meseessof visible esports over visible import, 
oil The other side would have to be reckoned ony nen imestments made in India 
duriil" the year But in ordinary times these invisible inipoits ate much foss than 
The mviMblc pvports and this is the mam reason whj on the avenge of the five years 
before the war'^ Indian visible evports eacecled India s visible imports including 
tieasnre bv ” 4 million pounds and vvhv in ordimrv oo irse it is to be eapeoted that 
Mu s V isllile erports will gie itly caceed her visible imports 

Connell Draft 

A large propoition anhe payment 

Zrr%TemTkT,r^.heS. 

kis to be paid the interest due Ih O regiiiring them to he paid 

have lent money to the pan! claims tor the services el 

the interest m I^adon uid th‘‘o g . nllow-vnco^ payable to offiieia both 

the British Armv m ulic Imc returned permanently or temporarily 

oI the \rmy and „|j,ch have to be n ade by India throigh the 

to this country P > L„„„, s laroe sum approiimating m oidinary times 

Secretary ot State m London amount tea larges.™^^^^ 

to£2o00000Jperanm.m In 0^ “svS ol <eU.ng Council Dralts-that is 
ot SUte manv years AoTlovermnent Treasury ot so many rupees 

orders foi the payment m In ba iron ^,adit5 m sterling payable 

vrh.ehares.ldmtheop-nmaihetinLmtonm pureliasers 

m London which are Pjn', ? they require to enable them to obtain 

ot the Droits m Llmrs ot to meet other debts pij able 

rupees in India to Pn^ the five years ending with 1913-4 the Council Drafts 

in ‘India On tho arerap ot the ,ta point of view of the 

paid in India amounted to . " mi ^ invisible erports from 

bahm e of trade these '5““ ' j„Jias indebtedness to foreign ooimtries although 

India which go towards adjnstin, 11 ^ paper, which enable the 

nothing passes between Eu£and M p i f 

Secretary of Stale to par In ^ they are transfers of credit In 

mpeps from the Treasury i ' Sam generally flies the amount ho is willing 

selling Council Dralts *= ® .T^dbnv to lake and accepts up to that amount the 
,0 sell and the lowest rate Ibere are other ways in vrhieh a 

best offers ho can get ‘i j „ I„,l,a can obtain Indian erohange and il the 

merchant who has to pay tor ^ Dralts at a mmmmm late materially above 

Secretary ol State were to demanj for them On the other hand, 

the market rate ol ,okke is more lavonrahle than the market rate 

if tho mmimnm rate that he ole to ponip^e for the Drafts 

M^AmwTyM^eSyJsta^^^^^^^ 

SiTitoTX™ ThaT^=P“:J* ^ 

Z relation between the demand ^r Pj a matter of fact for 

hctretvry of State and tne m 
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pace of RiUtr m Calcwtti aujoiie m India cm buy tlio 165 grains of fine siJior 
required to iinko a standard rupee forlSonuas and if ho cau succeed lu making 
and issuing a false rupee of the stiiidanl fineness he get 10 annas for it— a 
orofit of JJ per cent on the cost of the MUer. less the costs of alloj, manufacture and 
issue ni fore tlio w ir there >ra3 a simihr tempUlion to issuo false coinage, which 
wvs oal\ counlcnctcd hj si \ ere penalties and it is obsious that the greater tho 
diIT».rcnce between the exchange xaluoof the rupee and tho xalue aa bullion of the 
siher contained m it, tho grciierwill bo tho temptation to attempt to counterfeit 
the coinage 

riie /uUtte Prtce of Sdter 

It ,ccms problUo tint tltiro tttlUoon bo it further Wl to the toli.o of etlver, 
tvbellitr toci<ottLtl to RoU or to rupiHS or to cootmodttier In tho Unttoil btrtes to 
lOlS ontolt to order to t.iect tho nee U of tho lodfto Gotcroment o tncosi.ro tras 
oassod c-rllcd tho ‘ I’lltinan tet i ilnonsing tho solo bj the Aniericaa Goternmoiit 
fo mher Gororn.no.iU ot op to 3r0 million Oliver dollaro fro... tho holdings to her 
Uoscr os and of tins nmo.tnt no le^a than dOO imll.on dollars rroro nlloltod to India 
at a n too of 1011 cents pet lint unnto Mlogttlter nndor tho Ptltman Act tho amonnt 
at aprici oi luii c i . U.serxes was 203 mi lion ozs and, in accordanco 
of silver sold fnun the amount has liad to be replaced m the ileserves 

iTr h nS\sroTs b- ^ ^ Lotted States at tho pr.ee of 1 dolhr per ounce 

n I ^ P' ® ti,o aniK quotntious two prices given for silver in 

lliat ii the reason whv oi ift,,u»rx la->t while \merican mined silver was quoted 

so rcnlacod, 119 nidlion o rrcenlK been made should be completed 

which. nl tho mte at which ^ p^.sed m the Umted feuates the 

next tint....... rltcrcartcr. ... less h 'Pf „,il, „st of the world 

rrltolo ot tho Atnorioan || i^s added tiTtho worlds nr rilnhlo supplr of 

protlttclton m n ^ ts l.kclj- to so on decrcastttg 

Biker \t the fame t.ino llio rr orltl « d tnan coinage, 

OttrorniCtorornmont harttii; enormous ...imhor 

has bo omo a seller of Ml'cr ‘L „nlikcb to resume coinage for > ears to 

of nipcos lying in its liosorro Jrea’urj is ti^^^ ^ j j^U 

como On tho whole it seomB prob „l„cl, ,3 m present about On ceutB 

price of silror, and that the P ounj, „ii,oh rraa 

per lino ounce, will fall | ijj^a that so roccntlr ns lOio the price ol silver 

that ot 191J , and it is to be rcraciub Similarlj tho price o standard si rer 

in Norr lork rras onlj ol P"c'' 1 3 ig . moms likoly soon to fall bolorv tho it>d 
02a ftne tn Itoudon, irlnch „ fall as low as tho 2W storl.ng rvli.oh was 

rvlnchrrisitspricoin lOU and roaj e maj take place rv 11 

Its guoted price in 1910 , topoo, and any further nse m tho 
incitaso tho temptation to ' 1 (her or not it is accompanied bj a fill in tho 

txclmllgo valao of tho ■''to™ Umptalion and make .1 moro and more 

prcBcnt price talne ot the rupee 

diEcult to nmintam Iho oxenaui,'- 

Cniichwio” 

the rupee is that it is no longer as 
lo sum up the present “/'J^rLpresoatoig one Mteonth of tho go d m 

It rvas before tlic rrar a_ meio token j , cuirenoj 

11 Boveroim— that is 7 J °i ^nd its present value in gold is m Lomlou 

moonrortiblo into gold at "''taTu was before tho a? 

about T ‘7“'“^;:'-,;Srmcnt of pobey thg'O ago toa^t^ ^ 

■S'bl‘'‘;ilcf;^s e^Snt to’lp’ — TSlrsStTrroVsfrrhV'lnm 

theiatoof oxclia g , gold or m co wm . demand and supply of 

r:i\r„n''KSnThrlmayJnu4^^^^^^ ” 

gold or ot commodities Ihesuppj u 
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Yaiue of the Kupee meisoeed in Gold and Silvep 


Value of tlic i>oand sterbi g in ginins of got 1 

\alneof the pound sterling as a percentage of 

the sovercign 

Vnlne of the sovereign (H^ grains of gold) 
jn rupees — 

In London 
In India 

Valoe of the rupee m grams of gold 
In London 
In Inlia 

Value of tl e rupee i 

\alne of the rupee 
in Ixindon 

Value of the ruj ee m grams of silver— 

In Loudon 
In India 

Ratio of gold to aili er— 

In bew York 
In London 
In Ind a 


113 

100 


SUtJan 198a j Slat Jan. Jan 191 


pence elerlmg m Loi don 
n pence measured 1 1 gold 


253 

2o7 


62 

72 


11 9 
17 


6 7 
2S 
20 


14'> 

157 

15 5 
15 7 
23 5 


17 5 
17 9 


31 3 
30 5 
SO 8 


108 1 

US 7 


7 4 
6 8 
16 5 
15 8 


Jl 9 

31 4 

32 1' 


• lOth Jan ary 19^ 


Artid. on "The ^ 

On 31st August 1925 the “cVoSTne, 33 SSi , rotj’ of etchnnge 

84 %> per fine ounce , price of sih P^^ ^ 855 j, „( 


84 %“pe; fine ounce, price of “''f dollar: .pnco "of 

o£ tho rupee, 18 16^ Iq Bombay od lltli August gold was quoted at 

fine silver, 71 75 cents per ounce In bS. and fine silver at Rs 72 4 

• ..c.enpc-n IN Gold 


Val™ (if ponnd «l«rling “ f™™ 

Value of the pound aterling as p 
of the sovereign j 

Value of the sovereign (113 grams g 
in rupees— 

In London 

In India . , , 

Value of the rupee m grams of 
Tn London 

Ininda „j,nc»,uLoidon 

Valueof the i-upee in pence 

Value of the rupee m pence roe 

gold in London. , . 

Value of tho rupee in grams of eUveT— 

In London 
In India 

Ratio of gold to adiei— 
loNeTrkork 
III London 
In India 


Iq 1913 

Mtt Jan. 

19 0 

3Ut Jsn 

ir** 

sut jaa. 
1921 

Slat Abb 
19.0 

113 

100 

82 

72 

99 5 
88 

99 3 
87 9 

113 

100 

15 

11 9 
17 0 

17 5 
17 9 

15 9 ' 

16 3 

13 2 
13 S 

7 53 1 
7 53 
16 

16 

9 6 

6 7 
28 

20 

6 5 

6 3 
15 6 
13 7 

7 1 

6 9 
17 2 
15 1 

8 5 
8 4 
IS 2 
lb 2 

253 

257 

34 

34 

34 

149 

157 

15 5 
15 7 
23 5 

197 

194 

31 3 
30 5 
30 S 

-29 

32 7 
32 2 
32 0 

24o 

240 

23 8 
2& 7 
29 C 


^ *,ipn by the Bntisb rariiameDi ii u o 

41,0 U^i 19 months the measures tahen > ^ sovereign. 

During the }3ritish paper pound sterling 

^suited i>i/estormg the 1 contpnred 17 2d to IS 2J . but 

lat IS, 113 graiM of hne g ^ m valoe m trom sovereigu 

mua^ 1924 Iho r p h^ o^j^Sb 

3 in January 19-4 tue p when mcasuiw ’ worth 7 53 grains of 

he nse m the value o the rupee, which before e eschanget, for 

0 lb 2 d— mother worth j^d the sovereign, which before 

rold, and in January ,,04 ^ins m Bombay , 

5 5 ^ms in London and for b •* b 
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the wai exchanged for Rb 15, andvhich m Januarj 1924 was worth about Rs If, 
now rommands m Bombay only Rs 13 8 n«»» nse of about 20 pet cent in the 

gold value of the rupee during the last 19 months has greatly altered the Indian 
currency position 

fhe Royal Commissiou avhich has recently been appointed to report on the Indian 
exchange and currency system and piactice will no doubt consider whether an 
attempt should be made to fix the rate ot exchange of the nipee iii terms of gohl, ab 
it had been lived for a number of 3 ears before the war If that were done the 
rupee prices of commodities would tend to xarj with gold pnces and as one of the 
chief objects to be aimed at is the stability of commodity prices, it ivill be for 
consideration whetherin the fiiiore gold js likeJy tofoim the best basis of cuiTcncj 
fiom the point of view of stabilitj ^ccoidiogto Saiierbeck’b series in the United 
Kingdom the wholesale gold pnces of commodit es m general use rose between 1S9() 
and 1913 in the proportion of bl to bo that is, at the late of 1 4 points per annum 
There can be little doubt that one of the chief reasoub for this rise of gold prices 
{m other word®, fall in the commodity value of gold) was the great addition to the 
world B stock of gold due to the increase in prtKliiction which took place alter 1890 


If there had been no great war, and if ibe new production of gold had continued 
at the pre war late it seems probable that the rise of gold prices would have 
continued and that the average wholesale gold price of commodities in this country 
might now have been about 17 per cent above what it was m 191a that is to sav 
taking the prices of 1913 as 100 the index number for this conutrv might now have 
been about 117 As a matter of fact accoidmg to the statistics published b} the 
League of Nations in tlio^e countries which have kept or brought then paper 
currencies up to the value of gold the index numbers of wboltsale commodity prices 
were in June last United Kingdom 15o United States lo7 Canada 159, Australia 
(llav) 107 New Zealand 174 South Africa (April) 130 Holland 153, Sweden Ibl, 
Switzerland 161, Gerraanj 1J4 These figures are not strictly comparable but 
broadly speaking they indicate that the use mubolesale gold pnces in these coimtnes 
(except Germany) has been about GO per cent — m other words it takes about 10 ozs 
of fine gold to purchase wholesale the same quantity of general commodities which 
would have been purchased for 10 ozs in 1913 This great rise in the gold price of 
commouities (or fall m the commodity value of gold) can only to a comparatively 
small extent be due to the increase m the world s stock of gold owing to an excess 
of new production of gold over the amount of gold lost vKvnng those 12 years 
It must bo mainly due to the great devtructiou of commochties during the war to 
lower production of commodities, and to the fact that the world’s effective demand'foi 
gold has decreased at a more rapid rate than its effective demand for commodities 
owing to the impoveiishnient of many countries, and to the general withdrawal of 
goH from cinruiatioa 

As regaids recent changes during the 12 months ending with June 192o the 
index numbers (reduced to terms of gold) have iltered as follows — United States 
from 145 m June 1924 to 157 m June 1925 United Kingdom from 144 to 158 
Canada from 150 to lo9, Holland from 141 to lo3 Sweden from 156 to 161 ' 
bwitzerland from 159 to 161, Germany from JIG to 134 France from. 127 to 134* 
Italy from 127 to 13o, Belgium from 134 to 135 Japan from 104 to 168 India 
(Calcutta) from Ibo to 184 During these 12 months therefore there has been 
almost all over the world a verv considerable rise (averaging about 6 per cent ) in 
thewholeoale pnces of commodities, when measured in gold -that is a fall in the 
commodity value of gold This seems to indicate that the world s available sunnlv 
of gold IS mcieasmg at a faster rate than the world a effective demand for it winch 
might be due to the increa®e of the worlds stock of gold owing to new nroduetinn 
to the setting free of reserves of gold or to the desire of the woild s nnu.dnf.nnTo 
purchase commodities rather than gold ^ ^ 

Altogether to judge Irom post experience gold au a basis ot currency does not 
provide an absolutely stable basis for commodity pnces But what i<? tho . 

I efore ludia ’ Ihe United Kingdom and the United htate®, whi4 are the ^ f 
creditor countries have now currencies directly haseil on gold, and are not lit 
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thevrac exclianged for Rs 15»andwhidi in January 1924 was worth about Rs IP, 
DOW rominands m Bombay only Ra 13 8 fhte rise of about 20 per cent m the 
gold value of the rupee during the last 19 months has greatly- altered the Indian 
currency position 

The Royal Commission, which has lecently Leen appointed, to report on the Indiau 
exchange and currency system and piactice, will no doubt consider whether an 
attempt* should be made to fix the rate of exchange of the nipee in terms of gold, as 
it had been fixed for a number of 3 ears before the war If that nere done, the 
rupee prices of commodities would tend to aaty with gold pnces, and as one of the 
chief objects to be aimed at is the stability of commodity pnces, it will be for 
cousideialion whether m the future gold is likel> to foim the ^bt basis of cuixeucy 
fiom the point of view of stabilitj Aecoiding to Sauerbeck’* senes, in the United 
Kingdom the wholesale gold pnces of commodities in general use rose between 1S9(> 
and 1913 in the proportion of hi to 85, that is, at the late of 1 4 points per annum 
There can he little doubt that one of the chief reasons for this rise of gold prices 
(in other word®, fall in the commodity value of gold) was the great addition to the 
world 6 stock of gold due to the increase m production uhich took place after 1890 
If there had been no great uar, and if the new production of gold had continued 
at the pre war rate, it teems probable that the rise of gold pnces would ha\ 0 
continued, and that the average wholesale gold price ot commodities in tins country 
might now have been about 17 pei cent above nhat it was m 1913 that is to sav, 
taking the pnces of 1913 as 100, the index nuinbei for this countrv might now have 
been about 117 As a matter of fact accoidmg to the statistics published Dy the 
League of Nations, in those countries which baae kept or brought then paper 
currencies up to the value of gold the index numbers of ulioltsale commodity prices 
were la June last United Kingdom IDo United Slates 157, Canada 159, Australia 
(Jlav) 107, New Zealand 174, wuth Afitca (April) 130, Holland 153, Sweden 161, 
SwitiierUud 161, Germanj 134 These figures ate not strictly comparable, but 
broadly speaking they indicate that the rise m wholesale gold pnces in these couutnes 
(except Getmany) has been about 00 per cent — in other words, it takes about 16 ozs 
of fine gold to purchase wholesale the same quantity of general commodities tihich 
would have been purchased for 10 ozs m 1913 This great rise m the gold price of 
commodities (or fall m the commodity value of gold) can only to a cnmp’aratively 
email extent be duo to the increase in the world’s slock of gold owing to an excess 
of new production of gold over the amount of gold lost during those 12 years 
It must be mamly due to the great destruction of commodities during the war, to 
lower production of commodities, and to the fact that the world’s effective demand foi 
gold has decreased at a more rapid rate than its effectixe demand for commodities, 
owing to the impoieiishment of many countriea, and to the general withdrawal of 
gold from circulation 

As regaids recent changes, during the 12 months ending with June 1925 the 

index numbers (reduced to terms of gold) have altered as follows United "States 

from 145 m June 1924 to 157 m June 1935, United luagdoin from 144 to 158 
Canada from 150 to 159, Holland from 141 to 153, Sweden from 156 to 16]’ 
Switzerland from 159 to 161, Germany from 116 to 134, France from 127 to 134* 
Italy from 127 to 135, Belgium from 134 to 135 Japan from 1G4 to 168 Indm 
(Calcutta) from IbO to 184 During these 12 months, therefore, theie has been 
almost aUover the wotU a vey coaeiderable rise (aieragms about 6 per cent) m 
the wholesale prices o commojrties, when measured m gold -that is, a faU m the 
eommod.tj value oi go d Tins srems to Indicate that the avorld’s available eupplv 

;';,rls?‘^mt.''XL“'rSESa?g§’f“ ‘-e -l^rpo^t^aSuo 

Altogether, to judge Itom past eaporience, gold aa a haais o£ euirency does not 
provide an absolutely stable basis for commoditv nrirp^i D„f . urency uoea not 

.betoreludia’ 'Ihe United Kingdom and the iSmted Slates „h,ch 
creditor countries, have now currencies directly baced on poIH a ^re the principal 
accept any other haste than gold for the pa™i oT L deS dS ,o fh 1 P ? 
th^t moans that payment can at present be mxde m 
commodities than would have been required before the war to 

amounts fixed either m sterlmg or m dollars Jtanv other ^ of similar 

back to the gold standard, or are trying to do so and it v "vi® either got 

practically aU mtemat.oaal trade mil be enndnetod on a dSl |oU BeZe 
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the wnr \\heii the rupee was rrcroly i token com equal in value to one fifteenth 
of a sovcrel^n, India’s mternntioual trade, and oven her internal trade were really 
based on ^okl Non the riq>tt has no longer a fixed value in i-ehtion to gold nor 
do fluctuations mtho \aluoof silver have any '•ppieciable effect on the gold value 
or the commoditj value of the rupee tom lhat depends on the relation between 
the siipplj and demand lor rupee currency and the siipplj and demand for other 
coinmodjtios (including gol 1 and silver) lit© sapply of rope© currenc} is regulated 
hy iho Ciovnrnmont of India without anj antomatic control suUi as is exercised m 
the case of sterling or of dollars by the right a creditor Ins of demanding the 
equivalent m gold coins winch have an intrinsic vafue of tlieir own, according to 
tho nninbor of grains of gold they contain vvheicis tho nipeo coin which at pi ©sent 
bins about ^I'J grams of silver iii India contains onh IGo grams of pure silver 
The Go\cinMi"nt of India, I venture to think, mad© a great mistake before the war 
in Mpidli merpasitig the qiniititj of rupees and notes winch thirmg tho war 
entailed a period of anxiety and gioat expense m the endeavour to maintain the 
convcrlibihtj of the currenev notes Ihe Secretary of State certainl} made a 
disastrous mistake m 1920 when he announced that ho would aim at giving the 
rupee a fixed lahi© m exchange of one rupee for IJ 3 grams of fine gold — that is, 
one tenth of the gold m a sovereign ihis experience, together with the experience 
of nnm other countries during and since the war shows the danger of entrusting the 
management of a curroncj to nnj bodj of men Iiowever capable honest and impartial, 
without some automatic check which would prevtntcien a partisan or doctriiniro 
Government from m inipulatmg the currencj m the interest of particular classes and 
thus poasihl) inflicting great injury espeenUy on the poorest of the popuhtiou The 
people of India will be safer with a currenev ba«ed on gold although tho commochty 
value of gold IS liable to fliictintc linn with one dependent on the varvnig opinions 
of anv hod} of men 

\\ritiug m tho rfUmhe Heiuto m \pril 1924, uh^ii the rupee was worth about 
7 grams of gold, m place of us pre vvar value of 7 53 grams I urged tint tho 
government should formall} cancel the /ulile announcenietit of 1920 make the 
sovereign legal tender m India at the prewar rate of Rs 15 to the soveieign md 
aim nt keeping the gold value of the rupee at tint rate Since then however the 
gold value of the lupce has risen to S i grams of gohl which gives it a value m 
exchange of over ISf gold and the sovereign m Boinbaj now counnands only 
Its 13 o Rut It iuu>.t bo borne m mind lhat so lately ns 31st January 10-2 the 
rnpoo was worth onlj about G 5 grams of gold and tbit ouly 19 months ago it was 
worth ouly about 7 grama and tiio recent use in its gold value to 8 4 gruns may 
pjtive to be only temponi;}^ as being due not only to the general fall m the t-ommodity 
valuo of gold whtcli has taken pi ice over the world as a whole but to exceptionally 
good harvests in India which led to an increase in the demand for rupee currency 
If tho world s demand for gold increases or the world a production of commodities 
•overtakes the worlds demand then Ibe general gold price of commodities will fall 
ilip commodity valuo of gold will rise and the gold value of the rupee will tend to 
fall I! India sulTers from poor harvests and her exports decrease m comparison with 
her imports, th^ro will be less demand for rupees aud the people who hold large 
hoards of rupee i mav feel compelled to put them into circulation and thns increase 
tho available supply of rupees winch would lend to reduce the gold value of the 
rupee 

In the interests of stabiht}, therefore, it is desirable to fix the gold value of the 
rupee below its present value of 8 4 grams It seems probable that sovereigns may 
soon comb into general circulation m India as thev showed signs of doing before the 
war 60 that it is of greater practical importance to fix the ratio m so inanveven 
rupees to the sovereign than m so many oven pence to the rupee I therefore now 
venture to suggest that the sovereign should be made legal tender in. India at the 
rate of Rs 14 instead of the prewar j ate of Rs lo Tins would make it equal m 
value to 8 07 grains of fine gold and the par rate of exchange would be 17 lid 
if tins were done exchange could not rise appreciably above that rate, as it would 
then become profitable to impoit sovereigns into India and use them as legal tender 
for Rs 14 Xhc real danger would be, as it was before the war, that the gold value 
of the ’•tipee might fall below the par rate, and to minimise that danger the 
Government of India should refrain from coining anj inert rupees and should m ike 
alaro-e leductiou m the quantity of currency notes outstanding leaving the population 
to make up the currency required for niculation by utilising the Rs 877 million now 
an the Currency Reserve, and a portion of the great quantities of gold and inpees 
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the war exchanged for Ra 15, and which m January 192i was worth about Rs If', 
now romiDanda m Bombay onlj Rs 13 8 This nse of about 2U per cent m the 
gold value of the rupee during the last 19 months has gieatlj altered the Indian 
currency position 

The Royal Commission, which has lecently been nppointetl to report on the Indian 
exchange and currency system and practice, will no doubt consider whethei an 
attempt should be made to fix the rate ot exchange of the nipee in terms of gold, ns 
It had been fixed for a number of jeara before the war If that were done, the 
lupee prices of commodities would tend to vary with gold puces and is one of the 
chief objects to be aimed at is the stability of commodity prices, it will be lor 
consideration whethei in the future gold is likelj to foini the best basis of cuireucy 
fioui the point of view of stability According to Sauerbeck’s series, la the Umted 
Kingdom the wholesale gold prices of comraocUties in general use rose between lS9b 
and 1913 m the proportion of til to 85, that is, at the late of 1 d points pei annum 
There can be little doubt that one of the chief leasons for this rise of gold prices 
(m otlier word®, fall in the commodity value of gold) was the great addition to the 
world 3 stock of gold due to the increase in production which took place after 1890 
If there had been no great war, and it the netv production of gold had continued 
at the prewar rate, it teems probable that the rise of gold prices would hare 
continued, and that the average wholesale goldptieeof commodities in this country 
might now have been about 17 per cent above what it was m 1913 , that is to sav, 
taking the pnces of 1913 as lOO the index-number for this country might now have 
been about 117 As a matter of fact accoidmg to tbe statistics published bj the 
League oi Kations, in those countries which ha%e kept or brought their paper 
currencies up to the value of gold, the index nunibets of wholesale commodity prices 
were in June last United lungdom 15o, United States lo7, Canada 159, Australia 
Olav) 1G7, New Zealand 174 ^uth Afuca (April) 130, Holland 153, Sweden 161, 
Switzerland 161, Germany 134 Tbese hgwres aie not strictly comparable, but 
broadly speaking they indicate that tbe rise in wholesale gold puces m these countnes 
(except Germany) has been about 60 per cent — in other words, it takes about 1C ozs 
of fane gold to purchase wholesale the same quantity of general commodities which 
would have been purchased for 10 ozs m 1913 This great rise in the gold price of 
commodities (or fall m the commodity value of gold) can only to a comparatively 
small extent be due to the increase lu the world’s stock of gold owing to an excess 
of new production of gold over the amount of gold lost during those 12 years 
If must be mainly due to tbe great deslructioo of commodities during the war, to 
lower production of commodities, and to the fact that the world’s effective demand ’foi 
gold has decreased at a more rapid rate than its effective demand for commodities, 
owing to the mipoveiishment of many countries, and to the general withdrawal of 
gold fiom circulation 

As regaids recent changes, during the 12 months ending with June 1925 the 
index-numbers (reduced to terms of gold) have altered as follows —Umted Rmtes 
from 145 in June 1924 to 157 in June 1925, United Kingdom from 144 to 158 
Canada from 150 to 159, Holland from 141 to 153. Sweden from 156 to 161 ' 
Switzerland from 159 to 161, Germany from U6 to 134. Trance from 1?7 tn laj 
Italy from 127 to 135, Belgium from 134 to 135. Japan from 164 to 168 India 
(Calcutta) from 160 to 184 During these 12 months, therefore, theie has bin 
almost all over tbe world a ve^ considerable rise faieraging about G per cent) in 
the wholesale prices of comuioJilies, when measured in gold— that i-? n fdll .r, t>,A 
com„.oa.t, W„e of gold Th.. to .ad, cate that fteworld'^'ava.LHe 

o£ goa.amcre-.s.agatafa5ter rate than the world’, eifectira demand &r it. wK 
might be due to the increase of the worlds stock of irnld mT.nr, „ j vuii-u 

Altogether, to judge from past experience gold as a baqit, r.f i 

provide an absolutely stable basis for commodity prices But what 
.1, store led, a’ the United K.ngdon. and the oLteTstnte. Ih.ch ,2 Ih 
creditor emmtaes, have now onrrenceB directly hiseil on mld^ and nr«* n 
accept anj other basis than gold for the payment of the debts tn tL * iS, ^ 
that ni-^ans that payment can at presem be made m a mih . . if 
commodities than nould haie been required before the war to ini 
amounts fixed either m sterling or m dollars Many othpr ^ ^ of similar 

back to the gold standard, or are trying to do so ^ud it 

precticnll, nU internnionsl trade will be condneted on a dsSle S So Betore 
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iho «nr «heu the rupee uas irercly n tolcn com equal in mine to one fifteenth 
of a so\ereign India b international trido and even her internal trade were really 
based on ^old Non the rupee has no longer a fixed value m i elation to .^old nor 
Wo fluctuations in the \aliioof silver have anj cppteciable effect on the gold value 
or the commodity value of tlio rupte tom Ibat depcncls on the relation betueen 
the suppU and demand lor rupee currency and the supplj and demand for otlier 
■coininoduies (including gold and silver) Ihe supply of rupee cuirencj is regulated 
3^3 the Governniont of India ivithout nrij nntom itic control such as is exercised m 
the CISC of sterling or of dollars by the right a creditor has of demanding the 
oqiiiv ilont m gold coins v.'hich have an intrinsic value of their own, according to 
fho niiffiher of grams of gold they contain where is the rupee com which at present 
bujs about di'J grams of silver iii India contains onlvlCa grains of pure silver 
The Govcmnient of India, I venture to think made a great mistake before the war 
m npidlj increasing the qunilifj of rupees and notes which during the war 
entailed a period of aiixiei} and great expense m tho endeavour to mamtam the 
convortibilitj of tlio currenej nolC'« The Secretarj of State certamlj made a 
disastrous mistake m 1920 when lie announced that ho would aim at giving tho 
rupee a fixed lahie in exehaugo of one rupee for 11 3 grams of fine gold — that is 
one tenth of the gold m a sovereign This exjienence together with the experience 
of manv other countries dining and since the war shows the danger of entrusting tho 
nianngcmcnt of a cunenej to anj bodj of men however capable honest and impartial 
without some automatic died which would provtntcven a partisan or doctrmairo 
Government from m luipul Uing the curreucy m the interest of particular classes and 
lliiis possibly inflicting gre it injurv cspecnlly on the poorest of the population The 
IHopIc of India will bo safer with a currentv based on gold although tho commodity 
V alue of gold is liable to fluctuate than with one dependent on the varving opinions 
of anv bodj of men 

Writing in the wlsidic Reiiao m \pril 102-f wh‘'n the rupee was vvoith about 
7 grams of gold, in p) ico of its pre u »r value of 7 53 grams I urged that the 
■Government should fonnalli cancel tho futile annouucenient of 1920 make tho 
sovereign legal tender m Indiiattlie prewar rate of Rs 15 to tho soveieigu md 
aim at keeping the gold value of the rupee at tbit rate Smeo then houover the 
gold val 10 of tho lupce has risen to 8 1 grains of gol I which gives it a value m 
exchange of over 18/ gold and the sovereign m Boinbaj now tonimmds only 
Its IJ o Rut ic must be borne ni mind that xo lately as 31st January 19 2 the 
riipoo was worth onl> about G 5 grams of gold and that ou]> 19 mouths ago it was 
worth onlj aboui 7 grains, and tho recent use in its gold value to 8 4 grains may 
prove to be only femporarj, as being due not only to the general fall m ihecomraod ty 
value of gold which has taken place over tho world as a whole but to exceptionally 
gool harvests m India which led to an increase in the demand for rupee currency 
If the world s do nand for gold lucieases or tho world s production of commodities 
•overtakes tho worlds demand then the general gold price of commodities will fall 
ihft commodity value of gold will rise and the gold value of the rupee will tend to 
fall if ludu suflers from poor harvests ami lior exports decrease m comparison with 
ler imports th^re will bo less demand for rupees mid the people who hold large 
boards of rupees mav feel compelled to put them into circulation and thus increase 
the available snppl} of rupees which would tend to reduce the gold value of the 
rupee 

In tho interests of stabilitj therefore it is desirable to fix the gold value of the 
rupee below lU present value of 8 4 giains It seems probable that sovereigns maj 
soon come into general circulation m India as thev showed signs of doing before the 
war, so that it is of greater practical importance to Ox the ratio in so manv even 
rupees to the sovereign than in so many even pence to the rupee I therefore now 
venture to suggest that the sovereign should he made legal tender in India at the 
rate of Rs 14 instead of the pre-war jateof Rs lo This would make it equal m 
value to 8 07 giams of fine gold and the par rate of exchange would be 17 143 
If this were done exchange could not nse appreciably above that rate, as it would 
then become profitable to import sovereigns into India and use them as legal tender 
for Us 14 Ihe leal danger would be as it was before the war, that the gold value 
of the vupee night fall below the par rate and to uummise that danger the 
Governraeut of India should refrain from coining any more rupees and should m ike 
a \^T<re reductiou in the quantity of currem^?^ notes ouUtanding leaving the popuhtion 
to make up the currency required for circulation bj utilising the Ks 877 million now 
an the Currency Reserve, ond a pOTtion of the great quantities of gold and rupee-< 
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whicli nre it present IioirJ.- 1 In lliat cn e it wo ild prob-ibK never be neces=ar\ to 
draw cjQ tlie i40 000 000 which the Government still holds m the Gold bt.mdaid 
HMerve 
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Note on Indian Currency and Exchange Problems submitted by 
Sir H de P Webb, C I E , C B E , of Karachi 

1 inuleretand that the object of the present Indian Currencj Commission is to 
ctiunnc and report on the Indian Exchange and Currency Svsteni and practice to 
coiisid“r whether any modifications are desirable m the interest of India and to 
maker* commendations (\idethe Stafcdinan Calcutta of thei;J4thXovembcrl92o) 

I have long been a keen student of the Indian Curiencj and Lacliange Svstems 
and have had over dO jeara’ practical «perieDce of them m India a« a nieichant Ac 
who siiccesstidh survived the crises of 1802 9 j 1917 19 and 19_l)-23 \\iththe‘-e 
experiences behind me I venture to submit the following points for the consideration 
of the Commission 

PvRT I— DmMTlON^ 

(a) It 13 essential at the start of any currency discussion that the main functions of 
the currency m modern civilised coiintiies should be defined In In In as in ill 
modern rivihsed cmnitriea currenev le monev js the Chief Purchasing Pool 

Further m India more than m the leading Western countries monej i» also use 1 
aa a Peserve of Purcliasnig Powei to he drawn on m times of need Money serves in 
other vrats but the two functions here given are I submit the most impoj rant 

(d) If for am reason the Purchasing Tools of India s 320 000 000 of people 
become blunted if the Tools lose in purchasii g power grave injustices involving 
pdssiblj very serious hardships are brought about especiallj on small wage eaiTiers 
and on people generally of small means And such people form a very large 
proportion of tlie whole population 

(lam convinced that the rapi 1 populantv obtained bj Mr Gaudl i among the 
masses and the corresponding wave of ill will towards Government that appealed m 
1 otli town and country towards the end of and immediatelj after the termination of 
the Great W ar was 1 irgolj facilitated by the temble hardships caused by the Indian 
currency losing half or more of its purchasing power during the War ibis loss has 
not vast boon wholly made good and tke general level of prices in India is still some 
70 per cent above pre-war levels ) 

Government hear little or nothing of these hardships from those immcdiatelj 
concerned I ecansc the great mass of the people m India aio spealing generallj, 
wholl) uimiformod as to cousequcnces of shoTt or ejcessivt issues of cunen y by 
Covenimtnt 


(t) h nrlher not onlj has the efficieac) of India s Chief Purchasing lool diminished 
m con'.eqiicnco of the Great War hut all Uc'^erves of Pnrcl asmg Power have similarly 
lost m value All holders of thee reserves liu< iherefort also suffeied though not 
Bospvtrcli as the poorest classes of wage earners Iheso injustices towage and 
wilar^ earners hav e bj now been very largelj removed bj increases of paj ^ 

fo) On the other hand sudden and considerable increane* m the^ Purchasing 
Power of the currencj al o involve in]u>tice and if ime\pected hcavv losses on 
irnic.i'ilsmsaScJ 10 tlio irork ot piml icliou For tilling prices mem unespeclert 
los IS on nil Stocks ol nn products nnd matiutactiircd goods and on all roods 
m loutst, ol production Ihoso -wl . ptodtico nro in mmj tasc, far iXr 
liitormcd and organised tlian lie Tyorest classes ami so can oicrt far greater ™I,t eat 
inQ icncc than lie cast nnorganisrd mass of small trago earners If then the "cS 
fall ot pnees (i c access of I nrcliasmg I'oncr o! the country a Jlonclari TMlst le 
acn great Omcnimcnt are sitm to hear a lot of the matter and demands tt. II he 
malt llm Government t irn the situation m fuour of the pro lucmfr K,rJL t Vi ® 
nndsprcnlamoclapc, h, directly or .nd.reCl, ..nt.mg morrnloim^'m fmS ‘tl 
m order to lessen the ralnc (i e puicbnsrag power) of the Money To 5 s then ™rcnt 


pAn II— GovErsMFvrs CtirENci Fonctions 
(0 «nco thoclosingof the Indian Mintsto the free comigo ol siller isoa , 
until Government declare 1 sovereign*. Icg-il tender m Ii dia die uerV raf* ^ 
enmney m Xndta has been the mStpoI? of ,hc Qo^emmenfS Ldm S'llTratio 
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of the rupee to tho sovereign is nt present fixed if i point which, for tho time 
being, prevents so\ercigns hemg legilly tendered in Iiidn for pnrchismg purposes 
Government ire m effect still tho only source from which supplies of new cunency 
cau be obtiined bj the public And ab the value or purchasing power, of India’s 
Monc} lools depends upon tho volume of those Uools in circulation as compaied with 
tho volume of work thev are called upon to perform it is within the powei of 
Government to-<laj to augment or dimtnuhiho purchasing power of Incln’s Money 
Tools bj nspectivelj tcilhhvlding oi mulliplytug new issues of cuirenc> 

(i) Ivighlly used the expression ibtltsitton of the rupee should mean 
‘ stabili<!ation fir as praeticabJo, of tho genetal pureha'ttng potter of the rupee ’ 
ind not, as often iiriderbtooi), of its purchasing power in i-ehtion to the sovereign or 
pound Rterlirig onhj And, rcmeml»ermg the grave injustices and hardshtpR inflicted 
upon great sections of llio populatiou hj considerable fiuctintions jn tho purchasing 
power of the country s Monej lools it is clearlj one of the first duties of Government 
to guard against all such fluctuations as far a« bumaulj posoiole 

I ills duty IS bj no means cisj of accomplishment for fluctuations in internal price 
levels arising from natural causes (such as exceptionally good rams, or blights or 
pests), affect sties overseas and Iitei purchases overseas, thereby changing the 
balance of trade an 1 ao altering the purchasing powei of the rupee and of tho pound 
sterling m relation with each other On the other band Government, when dealing 
w ith Council Drafts and * Reverse Councils c m raise or low er the foreign exch inges, 
and so for tlic time lioing lowei or raise internal piicc levels To add to the 
dilhoultJCs of the probltm lutercsted organisations at the chief ports often demand 
currency ficililica or exchaugo policies quite regardless of tho consequences on 
internal price IcicU were thebo orgaui ations’ demands acied upon 

(o) I mav add in this connection that if Goveiiimcnt find it impossible to conduct 
n currency policy that will not affect the purchasing power of Tnclias Jfoney lools 
one way or tho other, then 1 think it would be best m the general mterest o£ India 
that tho general level of internal prices should very slowly and gradually nae rather 
than steaddy and continuously full I lus would mean that m periods of prosperity 

arising from n succession of good seasons in Iiidi i and good demands overseas for 
India b aurplus products Rterlmg exchange also would gradiiallv —not lapidly — rise 
If internal prices in Induwerc prevented fiom using at all (bv withholding additional 
supplies of new currency), then sterling etchaiige would rise by leaps and bounds 
This IS objectionable for many reasons Rut I see no reason why sterling exchange 
should not, in such couduious as aasmneil above, be allowed to move upwards 
^adiially to a new level for the only alternative would bo a great rise of prices 
wjthin India ic a great loss of piuchasing power of India a existing Money lools 
And this spells hardship and misery for millions, and tho creation of a seedbed of 
hostility to all ruling autlioritv . , , ^ , , , , 

I believe It to be quite posstbm for Oovemraent notwithstanding erratio political 
pressing and conflicting standards of currency management to steer a middle course 
along the line indicated above as indeed Government appear to have done during 
the fast two years avoiding both violent fluctuations in sterling exchvnge, and 
marl ed changes in the pnrchasing cflicacy of the rupee within India 

Paet in Reruev to the Commissions Question's of 24th \ovembeii 192o 

fa) With the above definitions and guiding principles in mind I vcntiiie to 
an%wer below the nmo questions issued in Delhi on tlie 24th November 1025 to the 
Press by the Government of India on bchnif of the Comimssion 

j jg tjjQ time ripe for a solution of the problems of Indian currency and 

escbance by measures for the stabihsation of the rupee, or otlienvise ’ Answei 

No certainly not if by ‘ stabilisation ot the rupee n. meant ‘ attempting to fix 
permanently the ratio between the rupee and the sovereign or pound sterling 
My reasons for this conclusion are— 
ai Uncertainty as to the future of gold 

h) Uncertainty as to the fiitixie ot the European exchanges, most countries in 

^ ' continental Europe being in financial difEcuities 

(3) Uncertainty as to Great Britain a ability to maintain parity between the 
' ^ sovereign and the pound sterling so long as her export trade is handicapped 

by local and national indebtedness of a magnitude impredeoentecl in her 

(4) UncM^mnty as to the consequences of a succession of bad seasons in India 
^ ' with Indian puces at their present high level relatively to pre-war puce 

levels in India 
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It would tertainU lucrewe coafideuce *iud entecpnse on the part of maii\ engaged 
m foieign trade —blit a small number however lelalnely to the whole pojKilalion— 
i£ Govermnent could see then wu\ to 'mnounce that thej are prepared nt all times 
[a) to sell pounds sterling nt snj Us 13 3 if the public requue lemittances to 
England, and (bl to issue ndditionnl rupee curreuc> at the current marl et rate of the 
dn^ to an extent that would guard against rapid or great rises in steiling exchange 
lia\ing regard to the nereasitj of guarding also against rapid oi gieat iisco of 
rupee prices 

iloie thdJi ibis I rould nut recommend at present 

({t) What IS the comparative importance of stability m internal prices and in. 
foreir^u exchanges^ Ansvier — In the interest of li dia as a whole I cousidei that 
Government should regard stabilitj in internal puces as of greater inipoitauce than 
stability in the foreign exchanges 

Ibis, because of the ver^ gieat magnitude of India’s population au 1 the small 
meaub and consequent helplessness of the vast majoritj of that population In buck 
ciicumstances Government ought to take every possible step to guard against auv 
failure of the peoples Money Tools High pnce» foi non iood products gionn m 
India quickly affect the prices of food and clothing and othei simple neces^iaries 
which ought not to be aUowed to soar out oi the peoples reach So far as iiipee 
pnces in India inav be affected hj issues of new currencj it should be one of the- 
hrst duties of bovernmeut to maintain the efficienc} aud stability of the country <»- 
Chief Purchasing Tools 

Instability m sterling exchange is no doubt vexatious and troublesome to 
Government audio the relative few engaged m foreign trade but provided it he- 
not allowed to ruu to extremes is not fatal or even a v ery seno is mattei The 
Cxckinge Banka will always at a price cover exchange nsks And the prim la 
generally rea enable and verv '.moll 

(e) What are the effects of a rising and a falling rupee and of a stabilitj of a high 
01 a low lopee on trade and industrv uicludiug agru ulture and on nationdl fiiianco ^ 
AuBicsr — An exhanstiv e reply to this question would mean a lengthy treatise * 

Briefly a rupee nsiug m general purchasing power (as evidenced bj a general 
/oil of prices) inflicts uuexpectel looses on all prod mers and stocl holders , checks 
enteipuses numbs industiy and causes a general slowing down of e^'cnoinio effort 
So fai as sterling exchange is concerned it leiuporanly checks exports and stimulates 
iinpoits 

On the other hand a rupee falling in general purchasing power (as evidenced bv 
a general riBe of prices) transfers unmerited profits to all producers stockholaers,. 
merchants mildUmen and speculators and so stimulates all forms of productive and 
speculative activity at the expense of the great mass of fixed vva^e earneis pensioners 
rent ers and others who suffer immeriied and possibly cruel hardships fhe fall m 
'ilerJiug exchange tcraporaiily stimulates exports and checks impo’-t® 

A luiee whethei of high oi low purchasing power simply permits (o) world 
prices of products of which India eujoj 8 a monopoly to adjust themselves to Indian 
co'its of production and (h) the Indian prices of products produced m other counliies 
as well as India to adjust themselves lo icoiW levels After the adjustment has taken 
place there is no advantage to ludia eithei wav —whether the rupee b» of hi^h oi low 
value 


So far as Matioual finance is concerned as India has to purchase over £30 000 000 
sterhng anmiallj to meet her sterbug liabilities it would appear at first thought that 
the greater the puichasmg power of the ripee m relation to sterling (m olhei woids 
the higher the rate of sterling exchange) the better it should be for ludi i But tins 
conckision is subject to many qualifications and li nitationa If for example 
this increased pirchasmg power be brought ibout by world couditious mcludmg’ 
possiblj a change in the value of gold that have not caused a con espoudm , rreueral 
fall of prices in India then India gains for the time bein,, till further world 
aajTOtments m price- hc'c td ea piece -Hie number o£ venation- and combinations 
in local -111 '-orW conditions is bo gieat that it is impossible m tins place to discuss 
all possibilities that might result from s ch variations and combinatioL 


t andat-uhatiate should the rupee be stabilised 

it at all ? 1\ hen sbould anp decision ns to stabilisation take eject ’ Aunier —The 
rupec-Eilver and paper-, sich an elliuent Monetary Tool so far ,s the meat 
inajontj o£ Indies vast population ,s concerned that I cannot lecommkd n, 
lelegauonto a secondary place .n Indins currency svstem m “S pJeseTt " ,1 of 
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tUi' worlil s monctnrv If, liowp\pr, it bo tliouglit neccs'nr) m the interest of 

Imliii ” to ntli-mpl to stnbilisc the irii)>tc lu lelatiou to Rome othex emreuev, tlitu the 
soxtrtJiJii or the pound Rlerlnie? iiotild certunlj tbt best thrections m xrliich 
to turn 

Of tlie-'O two, llu sosereij’ii nonld probabl) be tliQ better But if this were done, 
and Gant Bniam sliotild fmd it impossible lor in> re i«on hereafter to inamtam llie 
pound sterling at par nith the soacroign (bovcrtigns ha\c not been in circulation in 
the United Kingdom for main jears past) great confusion would arise, for wc ghould 
probabU see two 03 .cliingc rpiolations for the nipet current every do> — one for tin 
i)o«nd (sterling) and another for tbo pound (gold) f would tJieroforc urge extreme 
caution, and a doftrnng of the dta ision to attempt stabdisation with Groat Britain •> 
turrenev till wo have Ind inoro expencuce of the European and \morican exchanges 
iinder the conditions mudat which wo art, novr worhmg 


o Jf the rate stloctetl differs inatenaJIj from the present rate, how should 
transition be achieved Anaiccr — If the rito fiikctccl were inatcriallv Zmeer than 
tluat current at tliL tunc of selection Irmsilion toultl onI\ be effected by putting 
inorecirrLiKj into ciiculation, thus taianig puces, checking exports Tedticing 
overseas deinuila for rupees and bo lowering eterling cxchnngL J ino-.t stron^lv 
deprecate anv siicli ilcprceiatiun of ludi i p Moncj Tools 

If the ratL bohcied wire inaienallv htgfict than that current at the lime of 
Selection, tlitn iniiMiion lould bo ext>cdiled bj withholding issues of neu currency, 
thus Znrrriiif/ prices hUinulaiing exports ami checking imports increasing overseas 
demands for ludi m currcncv and the hicrliug cot>i of rupees Such action must be 
even more stroiiglv Icprcc itcsl than a dtlihento dcprecintcoa of the currenej Pee, 
however, para (o) ibuvc 

j What mcaiuns slioubl bo adopted to inaiutain the rupee at the rite 
seloctid’ dmirer — Much the bamo is boforu tbo War, except that opnortunitics 
for remitting from and to India at dcfinitelr hxcil rates should he increased , aud iii 
V lew of pro'enl price lev els the Gold Standard llcsi rv e enlarged 

(6) bhoulfl the Gold Exchange Standard Bjstom in force before the W’ar be 
eoutimie 1, aud with wlml moddieuioiis, if anv ’ An$im —Yes, but with the following 
{levelopmenls — 

(1) 'I he Gold Standard llcserve to be increased to at least i50 000,000 
^2) * lievcrse CounciU ' to be alwavs on tap ’ at the larger Branches of 
the Imperial Bmk of India at a hved rate, and in stuns of iZs 10000 


and over 

(I) 'ihc Sccietar) of States Budget requirements to be obtained through the 
Imperial Bank of fndia who woiifrf provufe him with the necessary stcrhng, 
and recoup thiwsoUcs bj daily aales in London of Transfers on tlieir 
Icxding Indian Branches, and dnilv purchases in India of siorling transfers 
on Ixindon at rates fluctuating according to market requirements between 
maxima and inintraa fixed bv Government 7hs Goverumoiit of India to 
place llic Impon d Bank of Invlin in fumls m India as required in 
c inueclion with ihp Banks sales of Iransfcrs on its Indian offices 
fl) Demands bv llin public for remittances to India oier and above those 
'' ' provided by the Imperial Bank of India in connection with the Secretary of 
Ltate 6 Budget requirements to bo met from sales by auction in London of 
Cnrrcucj Council Drafts on the Indian Ireasunos at the chief Indian 
Ports Currency Conncils not to bo available till the Imperial Bank of 
India had sildin 1 ondon amllwiight m India sufficient Budget Tiansfcrs 
to meet the Secretary of btato b Bndget requirements for the y car 
(5) Proceedb of Currency Couniil Diafts would ordiinnly bo devoted lo the 
^ ' purclia i m I ondon and shipment to India of bpecie or bullion for enlarging 
the Indian currency, but might bo retained temporarily m London m a 
Sotctal Division of the Gold Staodanl Ileiervp xf Govemmeut foi any 
leason <liil not eonaidcr it necessary to add immediately to tlie volume of 
the Indian currency m the ordinary way 

/-V wImi Rlin.ild le the size composition location and employment of a Gold 
Rosurvi Dwicr —At least i-500(X),00() half mgold ami half m eterlmg 
I lie "ol 1 to bo held m the Indian Trevsunes and the securities by the 
Secretan of bt m m I ondon Ihe Ifcseive to be employed to inamtam sterling 

excliangc at the niniiii.m. po'M »gree>l UPO" 

fi— frti Who boild be cliirged with the control of the note issue ami on what 
jrjDC.pfe ahjulil control of .naiiagemonl 1)0 tnnaterred to the Impernl B.nk of 
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India ’ liat should be the geneial terms of transfer ’ Answei — llie Govelnment 
of India I im strongly opposed to any transfer of nnthontv in the matters of 
maaulacturmg and issuing new o faom &o\crnment to anj Uank I consider 

the Bank of Lnglaud system wholly unsuitaUo to India TJie inaintemiice of the 
puichasing power of a coiuUri s Money lools is one of the first iluties of eiery 
Government and the Governinent of India perhaps more than most Governmeots 
must cnirj out this duty with the iitmosl punctiliousness Die Government of 
ludns Monej loola have always been and must alwnvb contmun to bo above 
reproach Indian currency notes arc growing in popnlaritv daily — a development 
which Government should do everything to encourage 

So far as the month to mouth day to day management of the currency issued by 
Governnieot is concerned (including the provision of temporary supplies of Monty 
iools for the moving of the ciops ike ), the present arraagements w ith the Impend 
Bank of India seem to me adequate 

(6) What provisions should he made as to the backing of the note issue’ 
iiijiDcr — The present arrangements appear to me adequate with the exception of 
tjovernment’s own Securities which are not an altogether bitisfactoiy backing for 
Government notes 

In this connection I may mention that I ace no good rea-vou why Government 
bhoiild not irisue bpecial bervice Motes as currenev (eg notes backed by renmnerative 
public works), provided aiieh Vo7nnf loots could bejmt mtocn-culatioii tcUhoiit materially 
towerinq the ctjicienc j of the i ooU already in use An appropriate time for such an 
issue would bo when a tendency towards a general fall of prices was becoimiig 
manifest From the revenues derived from the public work constructed by the aid of 
these special Money Tools a Sinking 1 und could lo provided for the acquisition 
and withdrawal fiom cncul ition of the whole of tlie special Jb*we m say 20 years 
The economies gamed by the employment of capital on which no intere'>t would 
have to be paid are obvious , and might enable imicb needed public works to be 
initiated the construction of which might othciwisc be delayed 
(e) What should be the facilities for the encasbiiient of note^ ? 

(d) What should be the policy as to iho issue of notes of small value’ 
4,u8itcr« —The more the belter In the meantime present arrangements seem 
satisfactory I believe one-rupee notes to be costly to innintain and insanitary 
m use ILerefore I am against the issue of any note under lire rupees 

0 “(a; Mhdt should be the policy ns to the inmliiig of gold in Juclia and the uso 
of gold as cuTiency ? Aiisui^r — Having regard to the fvets that the great dangers 
to India of the opening years of (he picbcnt century no longer exist tint much 
uucertainty exists as to the futme value of gold (most countries have now abaa^neiL 
Its use as currency au<l employ it only as Reserve Money available for the adjustment 
of international balances) and that the chief countries of Europe — including Great 
Britain— are still only in process of a gradual and difficult lecoven from the effects 
of the Great Wai their financial and econom c conditions Mill being \en complicated 
I no louger feel that it is urgeiitlv necessarv lu he interest of India’ tbai India 
should now have a gold currency Gold filoney lools aie an expensive luxury in 
these days of heavy national mdebteduess and I advise a waiting policy India 
1-5 doing verv well indeed with her present Money lools 

\t the same time I should be inclined to aim at the eventual citablishment of a 
gold iiiouetaiy sys'em m India the c irrency to include (n) gold backed notes (b)nold 
coins of laige value only say Rs 20 to Rs >U each and (c) a large volume of 
subsidiary silver coinage leg,al lendei lor sums up to Rs 100 

(h) Should the obligation he undertaken to give gold for rupees ? Jnsieer —No 
not until the Indian curieiicy contained a large proportion of gold coins But tht 
Government must be prepared to sell Reverse Councils as suggested in mv TPwk 
to question 4 (6) 

Ii)oLTj“'oDdacled’”‘’*°‘' opsratioM of the OoternmeM of 

qaeSi 4° W “J ‘<> 


dcauaUe to jeenre gi eater elasticity m 


8 — (o) Are any, and if so what luea 
meeting seasonal demands for currency •' 

(b) Should anv, and if so what conditions be preiscubed with Ti.(?arr1 
of ennenej against hundis’ An»i«r-Sofar I knoTthe oresS 
are working quite svlisfactonly ^ esent airangementa 
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9 Should am cliango bo made in CMsting methods for the purchase of silver’ 
inncer—Ycs, the Goserument of India should call for tenders for such silver as it 
Inav require for currencj purposes m Bombay as well as m ^udon, and m special 
cases in any other part of the world that they may deem suitab e 

I uould here repeat that having regard to the unceitaintj that dims the future of 
rrold of sterling exchange and of the European and American exchanges pnerallj , 
tnd also to lli) the gcneial prospenU and aery strong economic position of India as a 
whole I see no reason why India should hasten, at this particular moment to 
attempt to discard (and thereby di«:crcdit) her aery elTiciont Silver Money looU 
-ind Lbstituie Gold Money lool, m tlieir place Ibo more especially js ho 
mlroduclion ot the e new and eipcnaive Gold Toole would necessitate the 
fixincof antio ol exchauKe between the BiUer and the gold tools (or between the 
rupee and sterling) tint might be teiy dilKoult to maintain raeept 1:/ di^rcQarim, l/.e 
cUraellcn oj the Uoncn looU nbeady cienjtchere tit use hj the great majorttij of 
the modes oj India Iberefore I would urge the utmost caution \\ ait and see 

^“llidia^aTaShi appears to me to have arrived at a higher Ictel o£ material 
prosperity and with far larger accumulations of wealth than sho has eter befoie 
Sored L auj previous period of her l.islorj There is no neeess.tv to imite 
currency complications at this particular time 
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statement of evidence submitted by the East India Section of 
the London Chamber of Commerce 

l\) ArroroseUoplaeeIndtanentrcrteyonagoldUsis , , 

^ 1 Tlift r-cecutive Comraittee of the bectiou is impressed with the fact that there 
V ^ T^L.r time to readjust economic relations of the world which were so 
nolcnrij Sirbcd brthe Gmat War, and this maj be seen bj wide fluctuations m 

cvchaiigo values currency on a gold basis with gold coins as sii 

2 TOuld mvolm a demand for gold which m the opinion 

internalmediumof exchange would mo £103 000 000 

ot tho I currencj wmild be used tar bejond the holders of India 

and gSto.rwmdd b6®l,holvtoba\oardedm verj much larger luantitic than is 

gold bullion at present nonnal times lender the establishment of a 

3 These ™ pjpenmenl of the first magnitude XJuder the present 

gold standard ® ex^riment would m the opinion of the Executive 

ahaorroal ^“''‘‘“"1 , jangei to India and to this couultj 

Commdlee he fr g „t,ve Comraittee is of opinion that the present is not 

an „'pp“mTm which to introduce a gold currency in India 

(B) A pioposal to tXe the rupee as soon as it reaehed an exchange level 

6 If ■», w="= Pf*''’’?, * i£i to represent normal it ivould, in tho opinion of the 
which wonhl in future be liseij ^ attempt to stabilise the rupee at 2s 

Executuo „^.ded as havmg been a complete failure) At the same 

must now he "'fttee » not satisfied that it would be possible in aU the 

time tho Executire n, n,amta.n tho rate at Is Od In this connection 

circumstances surrounding tiie m ^ m snooession there have been good 

It has to ™l8ho bmken it may be found th.tthe normal 

monsoons ,8^" '3'"“ Id'-™ 

exchange value of ‘1;° 'Xiher the pvesont rate can be legarded as normal, the 
the uucertamty as to jg t],at stabilisatiou eboulcl uot be undertaken until 

Executii e ‘I°“"'Xoi,di a year of had harvests 

India h IS passe g . j, M rate ahonld pr.i in jaeie, assist imports from this 

0 Whilst It 13 true that ? If ™ Hat that rate operates against the export 

or M?.n°^mtoce’and”o reduces the purchasing power ot India 
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Statement of evidence on the Indian CurYency Problem, 
submitted by Protessor Gustav Cassel. 

I —The General Backdroynd 

When the Commission asked me for my views on the question of the Indim 
Currency, the Commission presumably desired ray opinion on the effects on the 
world s economy m general of a reform of the Indian currencj and particularlj 
of an eventual introduction of a gold standard with a gold circulation m India. 
This question is essentially that of how an increased monetarj demand for gold 
on the part of India would affect the supply of gold at the disposal of the rest 
of the world and thereby the general level of prices in gold standard countries 

In order to elucidate this question it is clearly necessary, first of all to 
show how the general level of prices is affected by variations in the gold supply , 
and what the gold supply ought to be m order that the general level of gold 
prices should remain constant In investigating this question we have necessarily^ 
to take account of the world’s toUi supply of gold In other words, we cannot 
be content with considering merely the stock of gold of a single coimtry, nor, 
a« IS often assumed the worlds tnonetmy stock of gold Neither of these 
quantities has an independent existence In a gold standaid gold is free to 
move between countries as vvell as between the monetary and the industrial stock 
of gold This mobility of gold is a fundamental charatteri'-tic of the gold 
standard We have, therefore necessarily to find out how the general level of 
prices m a gold standard depends on the world s total supplv of gold \n 
investigation into this question is contained in my ' Theorv of Social Economv , 
London, 1923, and the results are summetl up m niy Inndjmental Thoughts 
111 Economics ’ London, 1925 I shall lake the liberty in the following of quoting 
snuie passages from this sumraary 

The economic progress of the world must, of course, make an increased 
supply of gold necessary if the value of gold is to be mvarinble, i e , if the general 
level of prices of commodities is to be constant We cannot, tlierefore, speak of 
a superfluity or a ■scarcity of gold in any penod without referring these con- 
ceptions to a supply which can be regarded as normal for tint pencKi But w]iat 
supply is normal* That is the equivalent of asking What rate of increase in 
the world’s gold supply' has been necessary during a certain penod to enable the 
general level of prices to remain constant diirine that penod * Of course, thi« 

? ue3lion can only be answered by experience, i c by collecting statistical material 
or a lengthy period To this end, the |)enod from 1850 to 1910 is particularlv* 
convenient, because the general level of gold prices in 1910 was practicallv the 
same as in 1850 In this period however, the worlds total stocL of gold was 
multiplied by the figure 5 2, which corresponds to an animal increase of 2 8 per 
cent If, therefore the worlds stock of gold had increased uniformly durin>7- 
tile whole period by 28 per cent every' year, the stock in 1910 would have been 
precisely what it actually was and there would have been no reason whv the 
supply of gold should have caused any variation in the general level of prices 
in the meantime Such a uniform growth of the world s stock of gold from 
1850 to 1910, therefore may be taken to represent the world's normal gold suprilv 
for every year of that period The actual gold stock of the world was erSteV 
for a part of the period and smaller for the remainder, and we are in a position 
to give in precise figures a measure of the superfluity or scarcity of cold at anv 
time of the period under consideration For this purpose I have introduced 'the 
conception of a relative gold ^i-pply, which is for any given vear the actual <rn1d 
supph divided by the normal gold snppiv * ® 

This relative gold supply is the only factor which can reasonably be as^iniied 
to have any influence on the general level of prices The ohiect of oui mvSti 
gallon must therefore be to find ont how far the actual variations of the general 
level of gold prices during the period from 1850 to 1910 are explained bv 
ponding variations m the relative gold supply Thus we h-iv^ tr, f ^ 

curves of which one represents the relative g^ld supply and the other ® 
level of gold prices It is then immediately^ovvn thJt the latterrnrS 
sharp short tune fluctuations which have no counterpart at all m thp 
curve repreentmg the relative gold supply These S fluctU?iow. T ^ 
recognised as connected with ^nods S Wpenty and denSZ 
immediately draw the conclusion that trade cycles have notlimfr tr. 
supply of gold EUmmaUpg the cotreepoX? 
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from the curve representing the general level of prices, we find a curve which 
corresponds to our curve of relative gold supply in a most striking manner Ihe 
ronclusion is that the long time variations ot the general level of prices essentially 
depend upon variations in the relative gold supplj 

According to these definitions a. superfiuity of gold was ruling m the ’Bltics 
and the sivtics of the nineteenth century, and the general level of prices rose 
corresponding!) This superfluity was diminished during the following decade^ 
and by about 1887 the 'supplj of gold as well as the general level of prices had 
again become normal In the nuddle of the ’nineties a scarcity of gold prevailed 
and the general level of prices sank beneath the normal level In 1910 the total 
gold and the general level of prices were again normal The rise of 
the general prices in the sixties and the fall of the general prices in the 'nineties 
were both greater than what would exactly have corresponded to the superfluit) 
or scarcitj of gold, and it maj perhaps be inferred therefore that the movements 
of the general level of prices have a certain tendeiic) to enlarge the influences 
of a superfluit) or a scarcity of the supply of gold If the w orld s total stock 
of gold IS to increase b) 2 8 per cent per annum, the annual production must not 
onl) correspond to that factor, but must also make up for the ) car’s definite 
loss of gold which may be taken on an average to represent 0 2 per cent of the 
total stock. Thus the annual production must amount to 3 per cent of the total 
stock at the beginning of everj vear Should the production exceed this amount 
of 3 per cent, the general level of prices must rise by the difference, again should 
the production fall short of the said amount of 3 per cent , the general level of 
prices IS bound to fall by the difference eg if the world’s production of gold 
m one jear should only amount to 2 per cent of the total stock at the beginning 
of that y^ear, we have to expect a fall in the general level of prices of 1 per cent 
Natural!), if the same shortness in the production of gold should prevail for a 
senes of )ears the fall m the general level of prices must continue at a rate of 
1 per cent per annum 

As the annual supply required for stabilitj is a certain percentage ol the 
stock accumulated it must obviously grow at the same rate ns the stock itself 
This 18 a very important conclusion Indeed, the consequence is that, if the pro 
duction of gold however abundant it mav be at the present moment should remain 
constant it must become insufficient within a certain number of )ears Tor the 
production increases the stock and when the stock grows the annual increase of 
the stock which correstionds to the economic progress of the world must grow 
likewise, and sooner or later outgrow the constant production If the annual pro 
duction of gold falls short of the percentage of tlie accumulated stock requirwl 
to meet economic progress the general level of prices in a gold standard « ixmnd 
to fall If, therefore the world should be confronted with the impossibilitj of 
increasing the annual gold production, and consequent!) witJi the necessity of 
being satisfied with a constant gold production — not to speak of the case of an 
actually diminishing production — the world would have to face a continual and 
incessant fall of the general level of prices with a consequent economic depression 
Thus the gold standard must be said to be a satisfactory standard onl) on the 
condition that the world is able to increase indefinite!) its annual production of 
gold at the same rate as characterises the worlds general economic progress 
^ My calculation>5 show for the end of 1910 an accnnuilated stock of gold of 
£2 (500 millions * This stock had increased b\ the end of 1923 to £3 G23 millions 
The actual gold production amounted m 1924 to £794 millions rcp^e•^entlng onlv 
*> 19 per cent of the accumulated gold stock at the beginning of the )ear Assum 
Tn? that a vearlv production of 3 per cent of the accumulated stock still repre 
senls the normal requirement we here find a deficienc) of 0 81 per cent In 
absnlute terms the gold production ought to have been £10S7 millions As it 
was onlv 794 millions there was a deficicncv of £29 3 millions In 1920, a 
Droduction of 3 per cent of the stock at the beginning of the )ear would have 
renresented £1109 millions In rcalitv it wa« onlv nliout £S1 millions and thus 
there was n deficiencv of £29 9 millions representing in percentage of the accu 
nnilated stock OSl It i" i^orth noting that the absolute deficienc) is increased 
and*the relative deficicncv is unaltered— m spite of a considerable increase in the 

producUon ^ from these fignres that the present height of gold production 
IS entirelv insulTicient for keeping up what we were accustomed ^fore the War 
to regard as a normal economic progress requiring an annual gold pnxluction of 

•^hTort^inal c»tcnUtions on in goJ-* mir-*, I contfrtH tJifUi h-ro lo poonds at 
th«* rvte of 20 Harts for i,I 
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3 per cent of the accumulated stock If this scarcit\ of the gold supplj is not 
felt at pre'sent as a «:erious evil this* is only due to the fact that during the period 
from the bcgiimmg of the W ar to the end of 1924 'tmenca has accumulated 
quite an abnormal monetnrj reserve of gold During the tune of inflation gold 
was expelled from a number of European coantnes and mo t of this gold uas 
accumulated in the United States The American authorities ha\e taken the 
\en sound view tint this gold stod in so far as it exceeds the normal require 
ments of the country is to be regarded as held in trust for the re&t of the world 
and particularly for European countries which mav want to get the pld back 
again as thej gradualh return to tlie gold standard The American gold reserve 
has therefore not leen used as a foundation for bank credit to such an extent 
as would correspond to usual traditions tJie Federal Reserve system having seen 
Its latio of total reserves to deposit and note liabilities run up for some time to 
80 per cent and more 

People m Europe however have often tal cn quite an exaggerated view 
of the American superfluitv of gold It has been said that this superfluit) would 
force America to a great inflation of her currency with the consequence of rising 
prices and it has also been believed that Europe would run the CTeat risk of 
being overflowed with American gold On several occasions I nave uttered 
warnings against such exaggerations and tried to make it clear not only that 
there was no reason for assuming the growth of the American gold stocl to be 
unlimited but also that the part of this gold that could really be regarded as 
superfluous was no greater than would admit of its probably being absorbed in 
a comparatively short time The actual course of events has confirmed this view 
Towards the end of 1924 the gold stream took a new direction and 1925 showed 
a net export of gold from the United States of 1344 million dollars True this 
IS not very much in comparison with the great accumulation of gold m the United 
States But still it ha® proved enough to cau«e people in Europe to take a more 
reasonable view of the limits of the excess of gold in America and also to bring 
about a slight alteration in the American conception of the situation In fact 
there are several signs that go to show that people in the United States are no 
longer so eager to get rid of the superfluous gold but are rather inclined to keep 
themselves ready to protect their gold reserve if it should be exposed to an 
increasing demand from abroad This change of mind is natural enough The 
merchandise trade balance of the United Slates is no longer so favourable as it 
used to be From the figure of 981 million dollars for 1024 the excess of exports 
was reduced to 6846 million dollars in 102o The latter figure being much le«s 
than the foreign loans granted by the United States during the year there is 
room for forei^ demands for gold Of course America can easily protect her 
self against such demands by measures restricting her capital market But such 
a policy would mean precisely that America would keep her gold <itock for herself 
with fhe result that her extraordinary reserve of gold would no longer be at the 
disposal for the rest of the world 


It IS very instructive in this connection to read the National City Bank of 
New Yorks review of the gold situation of the United States (in their Report 
for February 1926) The article referred to gives for the 1st Tuly 1925 the 
total of gold com and huIUon lO the United States Treasury and Federal Reserve 
Banks at 3 982 million dollars and the total of notes and deposit liabilities of 
all banks at 50 969 million dollars From these figures the ratio of gold reserve 
to liabilities is calculated to be 7 7 per cent For the end of 1024 the corresponding 
ratio of gold reserve to liabilities for Great Britain is (calculated to be 05 per 
cent The difference is small and the higher gold cover of the United States 
IS according to the article verv well accounted for by the peculiarities of the 
^erican banking system The important feature in this reasoning is the fact 
that leading people in America now think the time has come when the'gold reserve 
of the country must be defended as not being superfluous ^ 


still acoording to acknowledged standtrds the gold reserve of the Federal 
Reserve system is doubtless somewhat higher than necessarv On the ilml, 
December 1925 the reserve ratio was 673 per cent and thus Soto the 
traditional point of view there coiila he no reasonable obiectioo In f„rtl,„ j 
exports If we assume however that by such exports the reserve 
down to 60 per cent wo may be ^ thS the Fedjral Reserve anthorito wS 
taU strong measures to protect their reserves Such a reduction in Tl,.™, „ 
percentage must therefore be regarded as the maximum In other words nf Ihn 
673 per cent 17 3 per cent could possibly be regarded as an evLYf ™ 

In absolute figures the combined liabilities amounted on the said dale 
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million tlolhrs 173 per cent of this sum is 72 j million dollars This is there 
fore the maximum amount to which we can reasonablj estimate the excess stock 
of gold According to the views now prevailing in America the excess stoclw is 
(louotless much smaller it it exists at all 

As now the deficieucj of the worlds gold production according to the above 
cilculations amounts to about £30 millions or nearly 146 million dollars our 
calculated maximum excess stock of gold in the United States does not covei 
this deficicucj for more than five years Of course objections may be raised 
against tlie&e Dgurts ihey cannot pretend to be exact But they are built ou 
the best material a\ ulable and they give without doubt the essence of the whole 
problem of the world s gold supply as it presents itself for tlie time being 

Our result clearly shows that we are now rapidly approaclaug the time w hen 
the deficient gold production will make itstlf lelt in an actual scarcity ot the 
total gold supply ot the world Of course we cannot know anything about the 
future development ot gold production But assuming the gold production to 
rem iin at its present 1 eight the total stock of gold is bound to increase and then 
the annual production required for 1 ecping up a certain economic progress must 
increase in the same proportion \\ itli an unrestricted demand for gold a grow 
mg scarcity of the metal with the consequence of incessantly falling prices is 
theicfore inevitable unless a very important increase in the world s gmd produc 
tioD can he expected oi unless the world is going to acquiesce in a slower degree 
of economic progress than that which characterised the period 1650 1910 These 
are the fundamental features of the present gold situation 

Under ‘iuch circumstances it is natural enough that every effort should be 
made to economise the us*, ot gold A prolonged period of Klhng prices without 
any prospect of a delimte end would bring about a continued depression of the 
world s ccouomic life and must therefore be regarded as one of the most serious 
economic evils which could befall human society A systematic economy in the 
use of gold Is however practically possible only os far as concerns the monetary 
uso of the metal Since tlie very beginning of the aftei war reconstruction I 
have regarded this economy m the monetary use of gold as an essential element 
in tile whole work ot lecoiistruction Ibis view has beeu <sharcd by leading 
authorities It found olficial expression first in the resolution of the Genoa 
Confcfcuce which recoinincDded that a certain economy in the use of gold should 
l> aimed at by the couccutration of the leserves of note issuing banl<8 The 
oxtcnsiOQ of this economy to the use of gold as a circulating medium was at that 
time not possible to get incorporated in the resolutions When however m 
April VJJo Great Brit un returned to the staudartl the idea had ripened 
that owing to the scarcity of the world s gold sujiply it was necessary to refrain 
from bringing gold coins luto circulation Mr Churchill s gold standard retained 
only the very kernel of the gold standard viz the maintaining of the currency 
within the neighbourhood ot a constant parity with gold 

This IS the model lor the monetary system of the future The programme 
should be no gold m circulation and the greatest possible concentration of gold 
reserves not only within every nation but also internationally This limitation 
of the demand tor gold is to the common interest of all nations inasmuch as 
everyone of them is interested in the highest possible stability of the purchasing 
power of its money and in preventing any growth of the real burden of its public 
debt 

'W hat absolute purchasing powei our money has is of course of no importance 
the only iclevant point being that fh-* purdiasiug power is 1 ept consent As a 
matter of fact the restoiatiou of the gold standard as an international monetary 
system lias been earned througii at a price level — measured according to the 
index number of the Pederal Ke«erve Board — of about 160 (corresponding to 
about 150 of the Bureau of Labour) Had the American price level fallen 
Cb'^ntnlly below tins point it is extremely doubtful whether other nations would 
have found it possible to carry through the corresponding deflation and to restore 
the pre war parity of tlicir currencies Now that this has been done in a senes 
of c.^es it IS essential that the* nations concerned should not be forced to a further 
deflation nith ah its ; crnietous consequences 

The question is simply this will it be possible to keep the general level of 
puces at abatit the hem) t denoted by the quoted index figiires^ The answer is 
"iven by the above anahsis c shall have in all probability to face a growing 
Siarcity'^of gold a scarcity tint can only be overcome br progressive reductions 
in the world s monetary demand for gold All nations must co operate m this 
I ohey If any country chooses unnecessarily to increase its demand for gold 
n-iu 
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we may be sure that other countries will anstver b) increasing their demands, 
or at least by measures calculated to protect their reserves, lochiug them up so 
vas practicallj to withdraw them from the \iorId s common fund ol gold With 
uDited efforts it seems fairly certain that we sliall be able to pi event an} consider- 
able fall m the general level of prices for at least one or two decades 

What will happen thereafter it is of conrse impossible to tell If the general 
progress of the world should require an annual addition to the gold stoclv far 
greater than the worlds gold production can supply, and if we ha^e exhausted 
all our gold economising devices, a continued and unlimited fall in the general 
level of prices will be inevitable If the world then finds it necessar} to avoid 
this calamity there will be no other allematne than to abolish the gold standard 
ilo&t people have hitherto regarded such a step as practicall) impossible, and 
certainl} it would have been verj unwise to try it under the conditions of extreme 
disorgamsntiou and mistrust which prevailed after the war But after a pro 
longed period of international co operation towards stabilising the purcbasing 
power of the world’s currencies, the situation would be esscntiall} altered Ihe 
very habit of deliberate!} regulating the value of gold by a svbtemitn. econoni} 
m the monetary use of the metal would be the best imaginable preparation for 
the future regulation of currencies without the use of gold In stating this I 
do not overlows. the difficulties But in face of the great danger ot a senoub anvl 
progressive scarcity of gold the world would be forced to find a wa} out Of 
course, the abandonment of the use of gold for monetarj piirpobcs would cause 
an enormous fall in the value of gold All those interested in the value of gohl 
be it as producers or as possessors of gold funds, should observe that a polic} pre 
venting the value of gold from rising is from their point of view verv much to 
be preferred to a development which would allow tlie value of gold to rise to such 
an extent that the world would be forced enlirel} to abandon gold for monetar} 
purposes 

One might perhaps be inclined to believe that the world 5 nnmnl monetar} 
lequirements of fresh gold might be diminished if the general level of prices 
were allowed to fall to a certain lower level But this is not so The annuRl need 
for gold, required for keeping the price level constant is indopenclent of the 
.mtual level of prices and is cxclusivelv determined by tlic rate of progress of the 
vvorlcl’s economic life multiplied by the accumulated stock of gohl of the world 
The worlds annual need for gold would therefore l>e the same ns it is now, even 
if there had been no rise of prices since 1013 

A rise in the general level of prices has, on the other baud, necessarily a 
restricting influence on the annual production of gold If this influence has not 
hitherto made itself ver} keenl} felt m the most important centre of gold pro- 
duction, South Africa the explanation vs onl} that the Ti«e viv prices of 
commodities in South Africa has been slower than in Europe and in America If 
prices m South Africa were graduallj to ri«e to a level with the world prices, a 
certain decrease in the South African gold production would necessaril} follow 
and could onl} be balanced by progress in the gold mining mdu'^tr} People who 
are inclined to reckon upon an increase in the world’s gold production from new 
discoveries of technical improvements should not quite lose sight of the counter- 
balancing influences of a probable rise in the cost of living at gold mining 
centres ° 


11— Qjuticism of the Proposal to Establish a Gold Standard m India 
A gold standard can take manj different forms, and a criticism of the idea 
of introducing a gold standard in India will gam considerably m clearness and 
definiteness if it is referred to a particular scheme It is, therefore a creat 
advantage that a ” scheme for a gold standard for India ” has been drawm un 
and as it has been communicated to me, I shall refer the following observatioji<?’ 
to this scheme ° 


Such a scheme must be judged m the first instance from the point of view of 
Its effect on the scarcity of the world’s gold sapply, the significance of which ha^ 
been set forth in the foregoing paragraph It is necessary, therefore to ascertain 
what eUra goW tequiremeata will he brought about by the establishment ot a noW 
standard m India in accordance with the present scheme An extra demand 
must of course, arise first of all for enrrenej purposes This extra demand— 
the only one of which the scheme takes am notice — is calculated at im miltin 
and the scheme gues certain figures as to the distribution of this demand orei 
the ditlerent stages which have been suggested tor the gradual introiluction rf 
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the scheme Having no particular knowledge of Indian conditions I take the 
statistical hgures as they are presented But with regard to the calculations 
based on these figures, I venture to offer the follow mg remarks 

As the plan is to be cairied through in 10 jears, it is hardly satisfactory 
to calculate “ the gold ultimately required for the resene ” on the basis of the 
present note circulation Bs 1895 crores With the eflorts now being made to 
develop not onlj the banking ^stem of India, but also generally the economic 
life of the country, it must necessarily be expected that the note circulation will 
grow at a certaui percaitage per year An estimate of this percentage should 
be an important element in the plan Considering that the note circulation has 
grown from 60,12 lakhs in March, 1014. to 1,89,51 lakhs in September, 1925, it 
seems not imreasonabie to assume that persistent and systematic efforts to further 
the use of bank notes would result in the doubling of the present note circulation 
withm the proposed transition period of 10 years The 30 per cent gold reserve 
required according to the scheme would then, at the end of the period, Tepresent 
not 56 9 CTores, but 113 8 crores Thus the total sum required for the currency 
reform would not be 137 2 crores, as given m the scheme, but 194 1 crores, i e , 
£145 6 millions instead of £103 millions But this is not all If the law requires 
the Central Bank to keep normally a gold reserve of SO per cent , the bank will 
according to all experience, find it neceasary to keep ordinarily a much larger 
reserve Assuming that the bank in order to be on the safe side, keeps a reserve 
of, say, 40 per cent , the need for gold for the reserve wiU ultimately amount to 
151 D crore^ and the total sum of gold required for tlje monetary reform will 
be 231 9 crores, or £173 9 millions, instead of £103 millions I quite rcali'^e that 
there may be reasons for assuming a slower growth of the note circulation, so 
I do not wish to press zay figures, but put them forward only to draw attention to 
the considerable increase in the supposed gold demand Avhich must be taken 
account of as probable 

With respect to the distribution of this demand over the transition period 
the calculations are, as far as I can judge, untenable It is said that in Stage I 
“ comparatively few hoards would be large enough to buy the minimum quantity 
sold by the currency authorities ' But if the bnllion merchiuts step in ns 
intermediaries, it is difficult to see why the size of individinl hoards would he 
of any importance the merchants alwa\s being able to present enough silver to 
buy the minimum quantity of gold They would, therefore not only “ lay in 
stocks in anticipation of demand," but also immedntely act as representatnci. 
of the hoarders It seems very possible, therefore, that the first demand from 
these sources might considerably exceed the calculated sum of Bs 50 crore« 
But I Iea>e this point, and accept the given sum of 50 crorcs as good Then it 
seems to me that the authorities must hue thit sum of gold at disposal m order 
to meet the first demand on the introduction stage The idea that the sum 
required could be diminished by the 30 crores of gold in the note reserve scem^ 
to me incomprehensible If a country wishes to establish a gold standard, it 
seems a very strange measure indeed to begin the operation by completely 
khaustin*' the gold reserve on which its note circulation is founded Such a 
procedure would hirdly strengthen the confidence in the new monetary standard 
It «eeras certain therefore, tint the Rs 30 crores gold m the note reseno would 
have to be left untouched, and that the a«=sumed demand for Rs 50 crores would 
have to be satisfied by gold acquired espociollj for the purpose rurther 
accordmv to the scheme the imniimim ri^ervc to be alloived is 20 per rent ot 
the circidation With the assumed initial note circnlatiim this ininimum ivould 
amount to 37 0 crore- whicli m about eigW crores more than the eMsling reserre 
It avoiild then seem to be a necessan pre iminarj measure before introducing 
Stanel to increase the resene bj at least these eight crores Thus the minimum 
Sof fresh void required ct the introduction of the irouli! te as crores 

or W 3 S millions This is almost three times .as much as the sum calculated in 

Tiomave find that the gold requirements arising out of the proposed reform 
of thl Sdnn «,teno 5 are much higher and much more concentrated within the 

initial ™rt7lx- If sldl';^” mr''m,;oTa„ ” 

TImIchemrhIs tab™ .acMiraronh^ot the amount of gold needed for meeting 
me «cnerae im •r,,* m connection with the introduction of the cold 

monetart- silver me must evpcet a rerj coasiderable 

gold ef .arise on the part of the hoarders of s.hcr in forms other 
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than rupees The demonetisation of silver will probably cause a sharp fall m 
the -value of silver, and, in consequence, a distrust in silver as a suitable means 
ot hoarding treasure ihe effect on the demand lor gold maj be twofold 

I irstly, the present owners ol metallic silver may be eager to eicbange that 
metal lor gold and throw large amounts ot silvei on the market in order to acquire 
golo J-his would, of course, aggravate the tall in the value ol bilvei, but would 
still zepresent a very considerable demand foi gold Naturally only one very 
conversant with Indian conditions can loim any opinion of the probable size 
of this demand and of the way m which it will bo distributed over the transition 
period But pnma facte, and to an outsider, it seems not unlikely that this 
demand may assume the same dimensions as the demand lor an evchango of silver 
rupees calculated m the Scheme to represent Rs 110 crores, or £b2 5 miUions 
Secondly, the very distrust in the stability of the value ot silver may have 
this eflect, that suc^ future hoards as would under the old conditions have been 
accumulated m silver will instead be accumulated in gold The average annual 
importation ol silver into India for use in tlit arts, as ornaments, and for all 
purposes other than tomage, for the last five jears is given at the figure ol 
81 million fine ozs which, at the present price ot about 3Ud per standard ounce, 
would represent about £11 millions If this treasure should in future be 

accumulated in gold instead of silver, an. additional demand tor gold of 
£11 millions per arinnm would arise For the transition period alone that would 
mean £110 milions extra worth of gold Of course it is possible that the change 
m the habits of the hoarders would not be so radical, and that when the value of 
silver had been stabilised at a lower level, the hoarders would again direct a 
considerable demand towards silver But in the trausitiou period, and 
particularly in the beginning of it it seems piobable that from this source would 
anse a very considerable estra demand for gold 


In addition, it seems necessary to take account of the increase m the general 
Asiatic demand for gold which will be a consequence of the introduction of a 
gold standard m India, with gold as circulating medium With the intimate 
trade relations between India and the interior of Asia, it seems cerlam that 
gold coins circulating m India, and being generally used there as means of 
payment would find their way m great quantities to other parts of Uie Asiatic 
continent, and that finally gold coins would become a general means of payment 
in Asia In this case, the introduction of a gold circulation in India -will have 
very far reaching consequences on the world s demand for gold 

Summing up this discussion, we come to the result that the extra demand 
for gold caused by the proposed monetary reform could easily attain a fi'nire 
several times higher than that assumed in the Scheme It is, of course °im 
jwasvyA ta. gvte. i. fiigaxe tJivs exVi-u Ft<r *1110 sa'ive oi lYiustra 

tion I take it at £320 millions oorrespouding to about four years world produc 
tion of gold But an extra demand for gold of such ^mensions could not but 
cause a most serious disturbance of the world s ^Id market and upset the whole 
policy of economising with gold outlined m the first paragraph The direct 
tall of the general level of prices which would be caused by such an extra demaud 
for gold would amount to nearly 0 per cent But the ultimate effect on the price 
level would probably be far greater I have aready observed ateve that the 
effects of scarcity or abundance of gold tend to be magnified in the movements 
of the price level But m the present case the extra demand for gold would have 
much more far reaching effects It has been shown in the first paracranh that 
the world js already suffering from a considerable deficiency in Oie aimual 
production of gold and that jt will be possible to meet this deficienov onW b\ 
svstematic co operation between all nations to bring about a strict eTOnomv m 
tbe of gold for monetiry piiiTMses It soems quite certun that the luttoauc- 
tion a gold standard in India on the lines proposed in t he Scheme tvitli the 
.eqnent ertra demand for gold would immediately cause any sTch efonwah™ 
to break do-™ It must be remembered that the eiba. demand foraold ?mou,?f 
mg on the aboye assumption during the transition period of 10°tears iTi., 
annual average of £32 miliums would be added to the ordinary demand of Mia 
Hindi according to the average of the hve lears precedmo the Wav u 
estimated at about £19 millions but which since 1022 lia 3 “reacbprl'x.o 
higher figures Taking the lower pre war average we Mnfe L the 'i’ 

lotal Indian demand would amount to £51 millions which is“ emfo! 5 
i of the world’s total annual prodnetmn Doubtless rerreonoTv V 
Itself obliged to protect its gold reserves from an Indian demand o/si^eh”!l^ 
sions Tbe eonseqnence wenld he that the different gold reserves of Ihe^orU 
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would bo locked up and debarred from being used as a common fund for the 
world s gold standard In particular it must be expected that the surplus of 
gold that now exists in the United States and uixm which as I ha^e shown above 
the world must reckon for meeting the imminent scarcity of gold would no longer 
be available for such jnii poses Aa *!oou as India had decided to establish a 
gold standard people in the United States would immediatcU begin to find it 
necc 5ary to piotcct the \nierican gold reserve against Indian demands Even 
if this protection wore onlj to take the form of a more stnn^ent monctan policy 
witJj higlier rates of discount U would have the clTett of pressing down con 
timiallv and progrcsMvclv (he general level of prices both in the United States 
and m other countries Thus we should Ic faced with the calamity of falling 
prices and a coneequent general depression of the world s economic life from 
which we have sought to protect ourselves by aid of a rational monctarj policy 
Tor the carrying tlirough of such a policj based on a sjstematic economising m 
the use of gold it seems to be a eonditw sme qua non to prevent anv great extra 
demand for gold from arising on the part of India The conclusion is therefore 
that tliD suggested scheme for the introduction of the gold standard in India is 
ihsolutolj opposed to the fundamental interests of the world s economy at large 
I wish to point out that in mj opinion the results now described would be 
substantially the same even if the extra demand for gold should turn out to be 
v.onsiderablv lower than has here leen assumed Alrcadv the large Indian demand 
for gold has a clcarh depressing influence on the general level of prices in gold 
standards 


So far I have onlv discussed the proposed gold standird for India from the 
point of view of the economic interests of the world at large Of course India 
is a part of the commercial world and thus far has the same interest as all 
other countries in tlie stibilitv of the general level of prices and in an 
uninterrupted development of production and trade But the proposed intro 
duction of a gold standard m India must al«o be pidged with regard to its more 
immediate cITects on India 

In the Scheme which has liecn submitted an estimate has been made both 
of the permanent and of the initial costs eonnecteil with the introduction of the 
gold standard According to what has been said above this estimate must he 
cansulcrabU exceeded But I am not in a position to form any exact idea of the 
ffiim to winch the costs will actuallv amount 

The Scheme liowevcr has taken account onlv of the costs which would devolve 
ipon the Government But a correct judgment of the plan is possible only if 
(icM rugtnf c? ti'iva thi' hss nhiih thfi JM'vi? p(?£'p}& JiK> ixssftd t£' 

in con^quence of the artificial depression of the price of silver The Scheme 
assumes a depression from the present price of over 30d to about 24d per 
standard oz which means a reduction of 20 per cent If the exchange of silver 
boards for gold were to assume the greater proportions of which I have spoken 
above it seems not improhal le that the depression of the value of silver will go 
still further But even a loss of 20 per cent is serious enough if account is 
taken of the whole mass of siUcr now lionrdcd in India For a country which 
has for centuries accumulated treasure in the form of silver and now possesses 
such huo-e amounts of this metal it must seem to be a rather strange policy 
deliberately to introduce such measures as are certain to depress the v alue of silver 
and thus to deprive the country of a considerable part of its accumulated wealth 
This consideration must every day he a factor of practical importance for some 
holders who have to sell silver out of their hoards It seems particularly odious 
to adopt a policy involving heavy losses to tl e poorer classes in whose hoards silver 
probably plays a preponderant part 

Under such circumstances it seems difllcult to advocate the scheme of a gold 
standard on the ground of the general economic interests of India If a gold 
standard is to he adopted it must be shown Uiat such a measure is of quite over 
whelramg importance from a monetary point of view This of course involves 
a comparison between the proposed gold standard and the present monetary con 
ditions The following paragraph will be devoted to a discussion of this question 

JJI — RECOMMENDATIO^S 

When a radical change of the monetary system of a country is proposed one 
must first of all ask whether the change is at all warranted i e whetJjer the 
cxistin^^ conditions are so bad that a sound development on the basis of them is 
impossible In the material submitted to me theie is nothing to show that the 
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present monetary organisation of India really suffers from any sucli serious faults 
as would call for a radical change In monetary matters a sound conservatism is 
alwa\s good policj I therefore think that the first question to answer is this 
Can a really good monetary system for India be constructed by preserving the 
essential features of the existing system and by introducing such minor modifica 
tjons as may prove necessary ^ 

In my opinion this is quite possible The monetary system which Infii't 
possessed from the time when tlie rupee had been stabilised at a gold \alue of 
Is 4ff up to the ar must on the whole be said to have worked fairly well Of 
course the "War brought about serious disturbances and India like all other 
countries had to suffer from the general breakdown of the world s monetary 
macbinerj which n as a consequence oi the Vf ar But there are reasons to believe 
that the Indian currency suffered much less than most other currencies In fact 
the internal purchasing power of the rupee showed a remarkable stability The 
violent fluctuations of the exchange were to a great extent an unaioidable con 
sequence of the fluctuations in the value of the British currency and in the value 
of gold Further India comparatively soon overcame these difficulties and the 
rupee attained a fairly stable gold value at about the same time as the pound 
sterling was restored to its gold parity 

The aim of the Indian monetary policy must therefore m my opinion be 
to stabilise the exchange lalue of the rupee m terms of gold The choice of the 
rate of stabilisation being naturally of the utmost importance for the success 
of the stabilisation policy great care should be tal en in ascertaining what rate 
of exchange corresponds most truly to the present conditions It may perhaps 
be said that the relative piices> of different groups of commodities an^ of labour 
have not jet attained the necessary equilibrium to offer a reliable basis for a 
stable purchasing power parity of the rupee On the other hand it is not 
advisable any longer to postpone the definite fixing of the gold value of the rupee 
A stable currency will certainly contribute very much towards stabilising the 
internal economio conditions of the country Whether the preaent price of the 
rupee at about 6d is an accurate expression for the internal purchasing power 
of the rupee in comparison with that of the British currency is a difficult question 
and I have not the intimate knowleilge of Indian conditions necessary to form an 
opinion on this subject But the fact that it has been possible for a considerable 
period to keep the value of the rupee m the neighbourhood of Is 6d seems to 
speak for the probability tliat it will prove possible to maintain this external 
value for the future without having recourse to any measures which would mean 
a deliberate alteration of the internal purchasing power of the rupee 


The idea that the rupee must necessarily be restored to tlut gold 

parity of !<? 4d has a striking resemblance to the programme of raising 
depreciated currencies to their pre War parity which has played such an 
unfortunate role in the recent monetary policy of many European countries 
If no better reason can be given for choosing Is as the value at which the 
rupee should be 8tabili=ed the idea ought to be abandoned and the sooner the 
better If on closer investigation it is shown that the present purchasinf^^ power 
parity of the rupee lies in the neighbourhood of U 6rf a lowering of t^e value 
of the rupee from Is 6<f to Is 4<f means a process of inflation which is lUst as 
harmful as the deflation which in some European countries would be required in 
order to raise the value of the currency to a nigher pre War level The leadm<T 
principle must be to stabilise every currency at its present value Where there is 
some uncertaintj with regard to this \alue where for instance there is a 
difference between the external and the internal value we have to choose such a 
stabilisation rate as wil cause the least possible disturbance 


The sfibihiatwn of in ibstract unit of Talue at o feed (rold oaritv iq a 
programme the practical poasibihtj of which la proved by Ion» experience Tn 
fact the pre War rupee p as for many years kept in a stable relation to the British 
currencj and after the War it h^ proved posaihle to stabilise even the most ruined 
paper currencies at a certain gold value The failure of the recommendations S 
the Babmgton Smith Committee should not he taken as a proof of anv iosoostoPU 
difficulty in the problem In 1919 an eSort to give the Spee a hxed 3 v t 
was absolutely premature The valne of gold itlelf was SersubiS tfthe ls5 
violent variations that hare ocenrred in'^h, storm times and ro co^dltmu? o1 
internatirmal trade wcri, still extren^lj unstable In these resDprt<s 
situation IS radicallv different Since the great deilation in 1920 2l\hrSe 
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of gold from the middle of 1922 has attuned a remarkable stabihtr The British 
currenc} has been restored to its gold pantj, and the commercnl world, \Mth 
minor exceptions, has settled down to work on a gold standard basis At the same 
time, m spite of all hmdrance\ international trade is returning once more to 
fairlj regular condition^, at least in regard to its means of payment and of their 
general purchasing pouer Under siidi circumstances it must be 'Jaid that the 
time IS now ripe for tixing the gold value of the rupee at the level at which it has 
already begun to stabilise itself The onij real danger which from the side of 
gold could threaten such a stabilisation as the scheme for introducing a gold 
standard in India which has been cntici,‘vd above Such a policy would 
undoubted!} expose the xalue of gold to serious .and almost incalculable altera- 
tions, and xvould therefore make the maintenance of a fixed gold value of the 
rupee both a dilficult and dangerous undertaking 


There seems to be no doubt that the rate of stabilisation cbo&en b} 
the Babington-Smith Committee, mz — 2s gold for the rupee, meant a verj con- 
siderable oicr-ialuation of the rupee in comparison with its purchasing power 
parity with gold at that time But any attempt to maintain a much higher 
exchange value for a currencj than corresponds to its internal purchasing power 
IS inevitabl} doomed to tailure particular!} if it is not backed bj the most severe 
Uicasures to contract the turrenu and thus to increase its internal purdinsing 
power An artiRcialh high exchange value can onl} result in the balance of 
trade being turned again-'t tlie conntrx This was piecisel} what happened in 
India. Here again the inevitable failure of the Babington Smith experiment 
should not be aUoned to di"orcdit a rational policj aiming at the stabilisation 
of the rupee at a value tnilv corresponding to its actual purchasing power The 
Babington Smith stabilisation policy was also s© far premature that India had 
not ) et at that time a central bank entrusted with the power to regulate the whole 
currenev of the countrv 

A gold standard is m its essence an abstract standard where the price of 
gold has been fixed not absolute!}, but so far that variations of the price are 
restricted within ver} narrow limits This is the same as to sa} that the unit 
of the currenc} has an approximate!} fixed gold value The fact that the unit 
of the currenc} is in such a way connected with gold is what essentiallv 
characterises the gold standard All other traditional attributes of the gold 
standard are of entirely subordinate importance After the great revolution in 
the world’s monctar} system the fixed ^Id parity stands out more clearl} than 
ever as the onl} lasting and necessarj teaturc of the gold standard The new 
British currenev svstem is an expression for that purification of the conception 
of the gold standard winch has now taken place According to this view, a rupee 
stahilivd at the value of Is tid is cssentnYiy a gold slanoarfl To cornmne the 
introduction of such a gold standard with a senes of measures of a merely con 
vcntional character is in fact to go back to the ideas of the gold standard which 
prevailed m the monetar} reforms of the ’seventies of the last centur) 

Among unnecessarj accessories of the gold standard is particular!} to be 
reckoned t^e introduction of gold coins in the circulation Sweden has never 
allowed herself such a luxury and still has alwajs been .able to maintain her gold 
standard in a very satisfactorj state, except for the period of War disturbances 
India ouf^ht to refrain from the use of gold as a circulating medium not onlv 
because it is too expensive but .also because an Indian demand for gold for that 
purpose would as explained above, mean an intolerable aggravation of the 
scarcity of gold for the world at large 

Anotlier measure prescribed by the traditional etiquette of the gold 
standard is the abolition of the full leM! tender character of silver coins It is 
difficult to tell what practical purpose this measure would serve The theoretical 
motive is of course that silver coins, the metallic value of which is considerably 
less than their face value should not be recognized .as me.ans of payment to 
unlimited amounts But bank notes have no intrinsic value at all and still usuall} 
Dosscss the quaht} of unlimited legal tender As long as a currenev is kept lo a 
definite naritv With gold it is obviously o£ quite secondarj importance what means 
of tvivTuent are U'-ed What are the real drawbacks of using silver ? It is true 
that if the value of silver sliould fall the silver coins would have a reduced 
intrinsic v.aliie But this IS quite irrelevant, as they are net talien for their metallic 
content but as representatives of the rupee Again, if the v alue of silver should 
rise this movement is equalH irrelevant as limg as the silver value of the rupee 
not exceed its fixed external valne In the latter case some inconveniences 
would be caused b\ the disappearance of silver coins from cirailation But such 


H2315 
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an event is not ^ ery probable The fact that it has happened in a period when the 
value of gold Tvas extiaordinaiily depressed and the internal purchasing power 
of the pound sterling was still more reduced, does not make the return oi such 
an event more probable * As has been explained above, gold is most likely to rise 
in value in future, and therefore the metallic value of the silver rupee in terms 
of gold IS more likelj to fall beneath the present level of slightly more than lid 
than to rise above it If the rupee is stabilised at a gold value of 18d , the margin 
for a possible rise in the price of silver seems to be broad enough It is therefore 
quite unnecessary for India in any way to alter the legal tender capacity of the 
silver coins The most important interest of India in this respect is not to depress 
the value of silver bj quite unneccbsary measures tending to a further demoneti 
sation of silver 


Thus there is no need for radical alterations in existing conditions India 
can have a stabilised standard on a gold basis without much fresh legislation, 
merely by a rational development of its present monetary system The value of the 
rupee should be kept in a constant relation to that of gold the parity being say, 
Is 6d gold, and only very small variations over and beneath this parity being 
allowed The circulation should consist of silver rupees and of bank notes both 
having the character of unlimited legal tender The value of the rupee should 
be secured fundamentally bv a sulficient limitation in the suppl} of these means 
of payment This supply should in its entiretj be regulated by the central bank 
ana fresh means of pa)^ent, whether in the form of notes or silver rupees should 
be put into the hands of the public exclusively in the form of advances by the 
Central Bank. From the present point of view there is no difference between 
Sliver coins and bank notes and therefore no dualism in the conditions under 
which the} are supplied to the public can be justified Particularly it is of 
primary importance that the Government should be excluded from any possibility 
of increasing the circulation by issuing means of payment to the public whether 
in the form of notes or rupees, printed or coined for the purpose Government 
finance must not depend on any such means for creating purchasing power 


Of course it is an advantage for India to make the fullest possible use of 
bank notes in her circulation To this end the system of banking should he 
methodically extended over the whole country, and people should be encouraged 
to keep their private reserves in banks or in saving certificates or other invest 
ments "When this becomes a general custom people will find it quite natural to 
use bank notes for their payments In this way, if at all it will be possible to 
combat the habit of hoarding which is perhaps the most important cause of 
the poverty of the Indian people and the greate^st hindrance to a strong economic 
development of the country The agricultural population of India ought, of 
course to use their savings primarily for the direct improvement of agriculture, 
and every facility should be given to supply the Indian peasant with th^necessary 
credits for improvements beyond the limits of his personal savings If this were 
done the need for hoarding would be very much reduced and India could use her 
present export surplus to buy agricultural machinery and implements, iron and 
steel and such things instead of unnecessary precious metals In fact the Boyal 
Commission on Indian Agriculture seems to be the body which can do most to 
rationalise the habits of the Indian people with regard to the use of currency 
If the note circulation is to play a preponderant part in the Indian monetary 
system it is natural that the regulations with regard to the reserve for this note 
circulation should require close attention However first of all it is necessary to 
make cleat what is the purpose of the reserve The old idea that the reseWe m 
some mysterious waj supports the circulation or is a foundation of its value has 
to be abandoned No reserve can give a currency a higher value than it has on 
the basis of a distinct scarcity in the supply of means of payment The function 
of the reserve as regards the value of the currency can only be to prevent the 
small fluctuations in the exchange which can take place even when the internal 
purchasing power of the currencj is kept at its right value For this purpose the 
reserve must be able to furnish such amounts of foreign currency as mav be 
demanded at any moment Further the reserve has of course to sunnlv^the 
people with th^ silver coins that mav be requird ‘ ^ 


• Even the high price o£ 78<t per standard oance which v.aB attained on tin. T5»>, _.i 

and which made anch an impression on the Bablngtoa Smith Committee eo’rrespoSied only 
to the general rise o! British commolitj pncea *< tothc depreciaHon of 

SSSSii/bSh””" »< “>™ ™ »* ‘tat 
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The re'iene nm&t protect the silver circuhtion is well as the note 
circulation lliere can be no line of tlemarcation between these two 
functions riierefore tliere should be only one reserve This common 
reserve should as said before contain a certain amount of silver rupees 
in order that the notes should alwajs be convertible into coins It is an open 
question whether the UaiiK of Indii should be obliged to sell gold in bars at 
a fixed maximum price If this is regarded as de‘«irable the reserve ought 
to contain a suitable amount of gold in bars held in India It is not necessarj 
that this amount should he verj hi^ For if any demand for gold should appear 
It would alwajs be possible within a short time to increase the gold holdings in 
India bj importation 

For the rest the common reserve would oiilj have the function of guarantee- 
ing that exchange could alwavs be sold it a price m the neighbourhood of the 
fixed par of the rupee For this purpose it is convenient to have reserves m 
tho e foreign financial centres on which the demand for exchange usually pre- 
ponderates For India b\ fir the mo&t imjiortaijt external financial centre is 
of course London and it i<? therefore quite natural that the reserve which has 
to guarantee the extern il stabihlv <f the Indian currency should to a great 
extent be kept in T^iu! n However it seems natural to keep a part of the 
reserve in Ixew ork and on the whole it seems to me that the authorities of the 
Rank of India ought to have some discretion lu the choice of the location of the 
reserve 


Once the purpose of the reserve is made clear it is not necessarv to say 
much about the composition of the reserve There is obviotislj no reason for 
lajing up a huge store ol metallic gold Except for the limited amount that would 
be required in India for selling gold bars at demand there would be no need for 

f ;old in the reserve Tho foreign as>cts which should be at immediate disposal 
or meeting exchange demands could most convenientlv consist of deposits 
vv ith banks in London and other financial centres The traditional metallic fund 
which IS never to be touched seems to be a rather senseless idol too costly to be 
worshipped bv a modern people 

The most natural cover for bank notes or silver coins in the circulation is 
without doubt regular trade bills with short matuntj serving as a self 
liquidating asset Indian domestic bills of this description should naturally 
form an essential part of the cover 1 ept against the circulation Another part 
of the reserve could convenientlv consist of general trade bills m sterling and 
dollars held in India or abroad There seems to be no sufficient foundation for 
the idea that a part of the re«crve ought necessarilj to be invested m Govern 
ment securities If the&e secwntics are those of the couotr} itssli the system 
involves obvious dangers and should in principle be abandoned However a 
concession to the existing conditions can be made in so far as a strictly limited 
amount of Indian Government securities raav be allowed to form part of the 
reserve To the practice of investing part of the reserve in securities of other 
Governments within the Butish Empire there are not the same objections 
provided onlj short term maturities are selected 

Fmalh I desire to emphasize the importance of making the Central Bank 
'ib««lntplv independent of the financial interests of the Government Ther& 
mmt be a clear (hstinction between the functions of the Treasurj and the functions 
of Hip R-ml The Government sliould meet its expenses from taxes and other 
Ol lut, -o or from cenuine loans from the public but should have no 

opporTumty of creating fresh meins of payment for tfie The Govern 

?!indnn 'tf it IS considered Vcessarj that the Banl should extend crechts to the 
'thereT^H be , to sucl. e.ed.t, 

pajanent are o y Qd the one hand trade s extraordinary need for currenev will 
A hf seasonal exten ions of the Bank s advances and on the other hand 
bo s'vtisfied bj ® ^ ^ be contracted m a natural and smooth wav bj the 

a superfluous advances Under suifli conditions a wise bank policv will be 
repa;pnent denrecntion of the Indian monev and the fiduciarv character 
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Iiettep dated 30th April 1926, from Mr J Pierpont Morgan, of 
New York, to the Secretaries to the Royal Commission on 
Indian Currency and Finance 

I liave receu eil vour letter o£ 20tk April coatammg the que=>tioatiaire entitled 
“Proposed questions to he ashed the Amencan witnesses by the Cliainnan of the 
Royal Commission on Indian Currenc\ and Finance and Particnlars of a scheme 
for a Gold Curiencv for India, which has been suggested to the Commission in 
evidence which I hm e read with great interest 

I regret that it is not possible for me to be in London before the end of the 
summer so tint I cannot appear m pei^on before the Commission riirthermore 
a» I am not an economist or a statistician bat onlj a practical banker I do not feel 
that I could attempt to answer aU the ver 5 interesting and important questions 
meluded m the questionnaire hut the questionnaire itself and the proposed plin 
give rise in my mmd to \ery serious question as to the pos&ibilitv of a successful 
working out of a plan of this vast proportion and mportance without more acennte 
knowledge of the effort required to produce the final result tlun would seem to be 
obtainable even by the beat statisticians 

Putting the general matter on one side however and coming to concrete comment 
I would suggest that the proposal woidd be geutraU) understood as tending to 
decrease the value of siher and its buying power oier commodities and, as India la 
the largest owner of silver alreadv produced and America is the largest producer 
of silver m the world it would seem that both India and America would look with 
great concern upon a step which would lend to depreciate the value of silver 

I would refer to the fact that after the Franco German M ar of J870, when Germany 
demonetised its silver and established a gold currenci, there was a long period of 
world wide liquidation which enhanced the value of gold or, in other words caused a 
fail of prices everywhere and lowered the value of silver 

The foregoing doubts would naturally be pre«*ut in the minds of well informed 
people m this countrv and would therefore have an important bearing on the 
single question which I feel competent to answer This question is B i»o 9 which 
rends as follows — 

Would a proposal by the Government of India to obtain such credits m 
>iew lork for the purpose of carrvmg out the scheme referred to (for putting 
ffsi'd isiif /vsaycivwwVi'Jr fiws-AV^if sriher^ bn Aiefy to 

encounter any such difficultj os woidd make U undeairable to contemplate 
that step ’ 

In answenng thia question I raaj say that — 

(1) as I believe the evpectation of the enhanced and accelerated demand for 

gold in India will have a general deflationary influence and embarrass 
monetary reconstruction in Europe and 

(2) as it 18 certain that the sales of silver by the Indian Government will have 
a serious effect on the price of that metal of which America is the largest 
producer and inversely upon other metah, of which silver is a by product 
and 

(3) since it seems do ibtfiil that the Indian Government can measure with 

exactne'is either the total amount of gold which would be needed to carry 
out this plan or the rapidity with which the gold would be used, and there 
would therefore be a correspondmg degree of uncertainty as to the amount 
of credit required in the 'United States and the rate at u Inch the gold w ould 
be withdiaun from that market 

It IS my definite opinion that the proposal of such credits would encounter such serious 
opposition in the United States as would cerlainlj make it extremely difficult and 
probablv even impossible to give In lia any assurance that she could float the necessarv 
loans or obtain the necc sary credits in this country ^ 

1 sincerely hope that the foregoing ob=«rv ations may be of some assistance to tha 
Commission m connection with the important inquiries that it has m hand 
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Statement of evidence submitted by Mr Jas S Alexander, Chairman 
of the National Bank of Commerce in New York 

fiipre IS presented to me for coasideratiou tiro documents a project whicli has 
been presented to the Commission md a questionnaire prepared by the Commisaion 
designel to bring to light the probable effect of the idoption of the project Ihe 
project ds outlined suggests problems of extriordimiy complexilv Because of thia 
complexity md because of the lack of lecessar} basic data it is impossible to 
approximate an accurate estimate of the probable effect of its adoption It possesses, 
however some highly important potentialities ■which ma^ profitably be discussed 
The Commission has asked me to answer a senes of questions based upon the 
outline of the project and to aid id the diocussiou of the questions has made 
nssiiraptions as to the \olume of gold required to carry on* the project 

Ihe assumptions giro a somewhat more definite basis* for discussion but this- 
basis IS necessarily hypothetical To answer the questions upon the basis of these 
assumptions would be to gi\e a eries of answers that might leave nut important 
points upon which the effect of the adoption of the project tnighr turn 

There la another reason why it la impossible togne satisf ictorv answers to most 
of these questions 'Nl'inv of the important questions are so inter related that before 
a definite answer can be gn en to ar y one we must ba\ e answered the others For 
exaniple the answer to the qi estion as to Amencin banking attitude would depend 
upon the probable effect of the project upon both American and European credit 
conditions which would depenu upon jaternational fund movements which would 
depend partlj upon European currencj condition® which would depend upon the 
effect of the Indian demand upon the reseiaea of Greit Britain and continental 
covmtiies which would depeui upon the u»e which Indio would male of its reserves 
m London and upon the othei means which India would resort to to obtain additional 
gold which would depend upon the Indian demand for gold under the new scheme — 
all of avliich it appears would depend to no small extent upon the indefinite and 
intangible factor of Indian psicbolog> operating under a new condition with respect 
to the use of gold itoreoier at exeiy point in this sequence of dependencies there 
are other uncertain points winch might alter the trend of eientsat any succeeding 


Whenavecoasider inj of the other important questions such as the co t of the project 
to India, direct and mdnect the effect of the project upon the silver mirket upon the 
stability’ of the gold standard upon the gold price level and upon wages standards 
of liMUg «lc , we are confronted with a similar senes of sequences at points in each 
of which are to be foun I other uncertain anu immcasnrable factors 

Notwithstanding the mcertamtj a® to the rcs-ult of the adoption of the project, 
there la clearly inherent in it potentialities of greit importance to India and to the 
rest of the world and it is practicable to point out some of the possible consequences 


of the adoption of the project „ ^ i ? r 

The Commission s questions all point to six general lines of inquiry — 

(1) the effect of the idoption of the project directly upon the stabiliti of the 

currencj of leading nations , i , j i t * n a 

the effect of the adoption upon the gold standard throughout the world and 
upon the value of gold and therefore upon the trend of price leveU 

(o) th?effect upS^e^fiihef market and upon the silver and ailed mdtistncs 
and possible repfrcussiou-* u^n other industries , , .i , 

(i'S the eSect upon India part cidarh— the cost of the project and the reactions 

^ nF cnnseciuent world readjustments upon India , , , 

the effect upon credit conditions in the United Skates and in other leading 
^ ^ countriea and the attitude of t?ie«e countrie® toward loao-s to India 
(G) the advi®abi!itv of electing the present as the lime for entering upon the 

, j of It at once becomes clear that Iwfore 

a iSfrtfbricrliwcd one mnst d.Bn.te not.on ns .o .hue nu.n 

^‘"a°UieTolnmri°goU which Indn ironld nteb under Ihc new scheme, 

V, I5.e sonrSs See this gold wonid be dnwn 

(3) the means taken to acquire thi. gold ^ ^ 
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In view o£ Ihe mal-di&tnbutioa of goltl occasioned b 3 the war and post-war period, 
nnd particularly the large gold resene<5 lying in the Tedenl Resene vaults, ne m 
Amenca have looked with faionr upon 'developments calcnl ited to asai&t other nations 
to return to the gold standard and to bring about a more nearly normal distribiitiou 
of gold Haviug m mind the habits of most countries with respect Jo gold and the 
present tendency m many countnes to economise in the use ol gold, we have felt that 
the withdianal of gold from the Uniieil States would not occur m such volume at any 
one time as to cause aeiious disturbance in this country In general our attitude is 
one of close sjmpathy with the plans of anj nation directed toward the restoration of 
the gold standard As coon, as we appioach the larger aspect® of the present Indian 
project, however, we are confronted with the fact that this project, because of its 
tremendous potentialities, constitutes i problem entirely different from anv of the 
gold standard problems rused m Furope, or, indeed, in other parts of the world 

The first line of inquiry, as indicated alxive, is the anioimt of gold which India 
would require for carrying out the project and for luamtaining it India has 
tremendous hoards of gold— clearly an amount m excess of that which would be 
required in America or Europe to sustain under a complete gold standard a volume 
of business equal to that of India’s If it were possible for India to mobilise the gold 
now in ahe counlrv and to utilise it for monetary purposes along lines similar to those 
of America or European countnes, it would not lie necessary for India to call upon 
the tiutside world for gold m addition to normal requirements lu this ev ent it is 
conceivable that India could adopt the gold standard without causing a serious 
disturbance of the value of gold or of the currency and trade conditions in other 
countries 

Whether such an nccomphshment is at all within the range of possibilities is a 
question which certainly no oai, not having had long mtmnte contact with Tnclian 
life can answer Such infonnaiioo as has been given by auiboiilies on Indian 
currency and by foreigneis who have had long experience m India raises grave doubt 
ns to the possibihty of such an accomplishment 

That there is some doubt on. this point m the Commission s mind is evidenced by 
the assumptions m the questionnaire that the project would * involve the absorption 
by India of about £103 000,000 of gold (m addition to normal requirements for ai ts, 
hoards Ac ’ h of which it is assumed that £50,000,000 would be required within a 
year Whether the carrying out of the project would require this amount or much 
Jess or indeed veiy much more, and whether the sustaining of the plan once it was 
initiated would require a much more rapid accumulation of gold than that suggested 
depends so much more upon the unknown factor of the Indian psychology that it 
seems that no opinion could be of very great value 


If, however, we assume, as the Commi5>3ton has requested, that the possible 
addition il absorption of gold could be limited to the amount suggested in the 
questionnaire, we have a basis for discussion albeit hypolbetical W e should hear 
in miud that from the purely quantitative aspect ihe importance of such absorption 
of gold would depend upon the amonntof gold still to be lequired by Europe before the 
programs for stabilisation now under way could be carried forward to completion It 
should be borne m mind that of the St countnes of Europe, only about oiie-half are 
ujfou any form of gold basis and that among the nations comprising this one-half are 
several who'e complete programs have not yet been earned out and some who'^e 
economic and financial conditions are such that m the case of anv considerable shock 
the continued stability of the currency could not assuredly be maintained 

Just how much more gold Ewcfpean nations will require when the final 
«tabilHation plans have been completed, it is now impossible to say The uncertamt 
existiog as to the policy which numerous European nations will find jt necessarv tn 
follow with respect to the substitution of foreign erchange holdings for gold totretbp 
with the impossibility of knowing to what extent European peoples wiU’retSrr, tA 
haDd trtand circulatiOD of gold-lhese racertamlics reader .t .mposs.ble to estimate 
the probable European demand for gold t-miaie 


s now in Sight 

In this connection, however, we should not forget the extraordin>.rtr i 

India during Ihe last three years Before the war India normallv 
10 and 20 per cent ol the world s aimaal production ■« ithui the kst tlroe^veare'S” 
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Ins absorbed nn a\ enge of about half of the uorld s production Tt seems improbable 
that such an absorption of gold ns that lecentlj occurring in Indi i in tht, light of the 
reduced world output of gold as compared with that of the pre war, could have been, 
possible had European nations returned to i normal gold basis without occasioning an 
extreme shortage of gold and affecting world price levels 

If India couUl rc'^trict her ordmatj absoipuon of gold to the average proportions- 
before the war, and if Luropean nations through economies in the use of gold could 
return to the gold staudaid b> the use oi a ielati\elj less amount of gold than before 
the war, then it is concenable ihu India, by utilising part of her recent excess 
importations and perhaps some modeiate excess importations in the future, might 
adopt the gold «5tandarcl without impeding Europe m lecovery and without distuibmg 
woild price levels This conclusion however rests upon two debatable assumptions 
namely a restricted use of gold in Europe and second the return of India to ordmarj 
gold requirements for her ordmarj purposes N’otwithstanding the explanations 
which have been given for the recent extraordmai^ absorption of gold bv India it 
would appear that India a future demand for gold for so called normal purposes must 
remain uncertain In summarj the answei to one of the most fundamental questions, 
namely the amount of gold which In lia would ab^rb must Le that clearly we cannot 
know m advance 

From the point of mow of the effect of the Indian project upon the stability 
of European currencies and upon the trend of trade and from that of possible 
repeicussions upon India and the United States the factor nhich is at this time fully 
as important the amount of gol ’ to be absoi bed by India is the sources from w hich 
India would withdraw this gold 


If the gold absorption bj India could he hunted to the amoiints suggested lu the 
questionnaire, aud if the gold could be withdrawn from Anlenca m such a way as not 
to curtail Amoiican credit extensions to Europe the tiansfer might be made without 
any considerable disturbance to world currency conditions However, it is not at all 
clear just how this could be done Inasmuch as tlieie exists no excess reserves m 
the commercial banking sy lein of America the excess gold all being lodged with the 
Eederal Reserve system and inasmuch as short of a direct gold loan by the Federal 
Reserve BanI s to India (a project that appeals highli improbaWs) theie is uo means 
whereby the gold can bo shippetl from A,meiica wilhout causing a contraction of 
credit m this country amountiog to anv where from 2^ to 10 times the amount of the 
gold sliipped out it is Ingidy unlikely that any consider ible amount of gold could be 
shipped from this coimiiy without causing a contraction of American credits to 
Europe unless the Fedeial Reserve system should see fat lo place additional credit m 
the market by buying securities or to estibhsh such rates concerning rediscounts as 
to render it profitable for American banks to increase their indebtedneas to the 
Federal Reserve sy stem and thus to rely upon additional bonowings from the Federal 
Reserve system to replenish losses incident to the outfiow of gold 


It IS impossible for an ludividinl banker or a gioiip of bankem to forecast wlnt 
Federal Reserve policy m this respect might be In view of the high degree of 
unrertamty existing in the Indian proposal aud the possibilities for uufavourable 
rej^rciissious upou European and Amencan business aud finance n is difficult to 
Qekl ow the Federal Reserve banks could co-operate in the carrying out of this plan 
T tl event that the plan were initialed aud the stability ot European credit 
J , fNrP'itened it might be necessary for the Reserve system to support the 
.tovelop JnmtB to which the Jto.erie 
L,mopei , , Derate if the European situation became too serious Ifthelederal 

R. .TvVsv ad.reitloantoIndia,or bv open market operations or 

iteserve &>» ^ ^ possible to offset credit restrictions incident 

favourable discoun ra e^^^ ^ ijontiaction of credits to Europe R hether 

to outgoing go , under these conditionc therefore or whether it 

the goW “XL h from Europe the chief buiden of the gold dnm to lud.a 
weie withdra nnncmally upon Great Britain in the first instance and probably 

vvould appear 10 several continental co mines 

to some extent, po'isiuij' 
in ilie second instance 

\ ^ hnnes mp to what appears to my mind to be the most important aspect 
And tms namelv the far reaching possibilities of d present drain upon 

of this vvliolep J r,,,.nne \fter 10 yeais of chaos m the currency ot many of 

the gold - o£ ilie world we are only just now getting back to a 

the principal countries 
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measurable degree of stability As pTeviotislj indicate 1 some of the countries 
which have recently attained stability are still in the com alescent stage and no one 
can now forecast how much of a new shoch could be withstood NumeroTis other 
countries are still struggling uith the problem of sLibility and their ability to attain 
stability 13 clearly conditioned upon the maintenance of recently attained stability in 
■other countnes 

In Great Britain the favourable balance of payments has continuously declined 
in the last several years and while it is probable that Great Britain still has a modest 
fa% ourable balance of pa 3 ments the trend of the trade balance raises apprehension 
ns to the future Germany is still going tliioiigh a process of rigorous readjustment 
In Italy the curreucv is not yet stabilised and the recent adverse movement of trade 
leaves a measure of uncertainty The present distressing situation in both France 
and Belgium needs no comment Poland has once moie slipped back into the 
condition of marked lO'^tability Nomaj and Denmark have recently made 
considerable progress but the final stability of the cuirenrv has not jet been 
attained m either country In. both Austria and Hungary the outlook appears to be 
favourable providing no untoward event occurs which might shake confidence in the 
general Curopeau situation and lead to an attempt of foreign banks to vvithdraw 
credits extended to these countries It is agreed in both of these countnes that anj 
such attempt might cause 'tenons embarrassment Several small countries, including 
Suitzerland Holland Sweden and Finland appear to be firmlj established upon 
the gold basis but it would be difficult to forecast how well even these countries 
•could withstand the reactions from a severe strain placed upon othei continental 
countnes 

It 13 impossible to forecast to what extent a serious drain upon London would 
result in a dram o! English funds from the Continent nml thus m a movement on the 
part of continental coimfries to prevent the outflow of their reserves Again the 
possible repercussion of such a movement upon the ciedit of Europe in America and 
•upon the trade movement*! of Europe and of the world cannot be approiimated And 
this suggests what 1 conceive to bo the most dangerous aspect of seriously considering 
the adoption of the Indian project at this tune namely the high degree of uncertainty 
which it injects into the whole European situation It is this element of uncertainty 
which more than anything else might serve to destroy the reviving confidence m 
Europe 

The third consideration that goes to the root of some of the questions listed in the 
questionnaire is the means to be taken to acquire this gold Tf we a'ssume that the 
gold required for the scheme will be in excess of that which would be imported and 
paid for in the usual way by the favourable annual balance cn international account, 
there appears three theoretical wav s that this gold could be secured — 

(1) By a loan from tue Fedeial Reserve bants 

(2) B\ a private loan m Great Britain or in the United States 

(3) Bj utilising present Indian assets including Indian reserves in London and 

Uie Indian silver holdings 


A** already indicated it maj be as-siimeJ I should think that the Federal Reserve 
banks could not consider a loan to India for this puri ose—certainly not at this time 
and not until the project could be moriifieil in such a way aa to give definite assurance 
of no untoward effects upon business and finance m America and m Europe 

Concerning the second suggevtiou much the san e should he said Amencan 
banks could not advance monev for a project that threatened to bring disturbance to 
Amencan business nor could they be expected to recommend such a loan to the 
Amencan investing public lor somewuat analogous reasons it would seem unhkelv 
that the Britisher continental banks or investors would at this time senouslv consid/r 
a lean for this purpose •' 


India would I Hinl, find it neccssaiy to tply upon sources nitlun her or™ 
domains or upon balances she pcsesses or might aconmolate abroad How far Tnrl.a 
could embark upon the project by tbo aid of balances non held abroad it is ununsmhU 
to say, hilt if the project proicd to be disturbing to world currcnorSrtado 
mndiuons the resulting depression m other conotrics might be so rcLcted uX 
Indian mde as to preient her accomuhtion of additional balances abroad with whS 
to purchase the additional gold needed to support the project wnicn 
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There n.unms one important means namely, tlie sale of -i Jar^e pirt of IncJn g 
3il\er holdings in the worlds markets It is suggested bv the memorandum that 
such 8\le as is proposed might cause the decline of siher to 2-id fhero are so 
many f ictnrs of uncertainty in the project that it nould appear thatany estimate as to 
the level that the price of silvei v onld re ch before it could be stabilised must at tins 
tune or until the project was well underway necessarily be little more than pure 
guess When one considers the place which India occupies in the world consumption 
of Sliver — in recent years she has taken about one-third of the worlds annial 
production— he cannot resist the conclusion that the closing of the Indian marl et 
woul 1 bring a collapse in the world's silver market and the downward plunge of the 
price of silver hen one adds to this the proapect of India j> damping upon the 
world annuallj for a period of 10 jears an additional amount of silver equal to about 
one-third of the world s total mnual production the prospect for pnee demoralisation 
become^i immeasurably increased It is of com>e true that any sudden decline in 
the price of silver would restrict silver production and this reatnctiou would in time 
bring the decline of the price to a halt In this connection, however it should be 
borne m mind that an important part of the silver production in \merjca results 
as a by prod ict from the mining of copper and lead and that notwithstanding the 
decline of the price of silver tue continued production of a ceitam amount of silver m 
those industries even at a Iobs must continue No one can determine in advance the 
point at which the decline in (he price of eiKer could be stopped 


hile aa I have said I b»lieve anv ehtimate must be of little or no value because 
of tbe many unknown factors my judgment is that the puce of silver would decline 
far below 2id It would appear to be well withm the range of possibility tb it the 
jpriCQ might fall as low as 15d and even lower 


Ihis allpresuppo'sea of course that the Indian Government would continue to ^ell 
silver until it had disposed of the amount suggested in the project As a matter o£ 
fact the rapid decline of the value of silver would in mv judgment bring about such 
a loss in the value of the Indian silver holdings including hoards as greitlj to 
ampede the carrying out of tlie project 

It would now be possible to go into «oine detail regarding the six mam propositions 
into which the questions a«! ed by the Commission resolve themselves and which are 
set fortli on page 1 I think however that the answer which can be made to these 
questions has been fairlv well indicated in the preceding discussion The outstanding 
point appears to be the high degree of unc<*rtaiaty that would arise from the adoption 
of the project— particuhriy at tbiv time * 


No one of course can question that India has clearly as much right to adopt the 
cold standard as any other country However no nation should consider a serious 
readiustment of the currency without taking into account tbe relation of the project 
to the stabilitv of the currencies in other countries This is particularly true with 
TTCsnect to the gold standard which affects many nations— m fact the present and 
future of tho entire world Any step which would endanger the stability of other 
countries must necessanly lessen the value of the mid standard and ultimate^ react 
upon India My couclusicus arc therefore that India m wcrl mg totvard the go d 
i 1 J her ulans m such a way an not ultimately to disturb the gold 

unce leveAnd that the tim ^selected for the ado^ion of the gold standard should be 
when the currenc.es of other important connlrjes formerly upon the go d standard ire 
more firmly established upon the old basis The present time is clear Ij inopportnne, 
T ibat if an attempt were made to cany out the project m its present form 
“ tl^s^.m8 the direct and indirect losses which aroold aocme to India would outweigh 
4my possible gams 
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Documents circulated to Witnesses in the United Kingdom and the 
United States of America. 

A. 

Copy of a MemoraBdnm eireolated to Witnesses in India 

The following meiuoramiimi, indicating the nnia questions which will come under 
the consideration of tho Ro\ al Commiasion on Indian Currenc) and I iiiance under 
its terms of reference, is published m order to assist intending Mitne-^ses in the 
prepantion of tlieir evidence. It is not to lie regarded as exhaustiTC, nor is it desired 
that each witness should necessard\ attempt to deal with all the questions raised — 

(1) Is the time npe fora solution of the problems of Indnn Currencj and Exchange 
by measures for stabilisation of the rupee or otherwise’ 

hat IS the romparatuc importance of stabditi m internal prices and in foreign 
exchanges ? 

What are the effects of a rising and a falling rupee, and of a stable high cr low 
rupee on trade and industrj (including agriculture) and on uatioual fiinnee ’ 

(2) In relation to what standard and nt what rite should the rupee be stahilised, 
if at all ’ 

When should am decision as to stabilisation take effLCt’ 

(3) If the rate selected differs maleriaUi from the present rate, how should the 
transition be achiei ed ’ 

(4) What measures should be adopted to maiutam tho rupee at the rate selected ’ 

Should the Gold rxcliange Standard cistern in forte before the war be continued, 

and with wbat niodificationa if ana ’ 

What should be the composition, si/e, location, and cmplojancnt of a Gold Standard 
Reserve’ 

(5) Who should bo charged with the control of the note issue, and on what 
principles’ Should control or management be tranaferred to tho Imperial Rank of 
India, and, if so, wbat should be the general terms of tho transfer ’ 

hat provisions should be made as to tbe backing of the note isiuo ’ 

M lut should bo the facilities tor the ecMNisUment of notes’ 

M lut should be the policy as to the issue of notes of «inall raluea ? 

(G) What should be the pohej a* to tin minting of gold m India ami the u-« of 
gold a« currency ? 

Should the obligation be undertikeu to give gold for rupees? 

(7) Bv what method should the reinittauce operations of the Government of India 
be conducted’ 

Should they be managed bv the Imperial Bank. ’ 

(8) Are any, and, if so, wbat, measures desirable to secure greater elasticitv in 
meeting seasonal demands for currency ’ 

Should any, and, if so, what, conditions be piescribed with regard to the issue of 
currency against liuudis? 

(9) Should any change be made in existing methods for the purchase of silver ? 

Note —The above questions were circulated to witnesses m India As the result 

of the oral and written evidence received m India, the relative emphasis to be laid on 
the various mattere dealt with has become dealer, and accordindv the attachpd 
memorandum and supplementary list of “ Questions to be asked bv^’the Cbairmarf’’ 
liave been prepared for the information of witnesses * ^ 


Memorandum entitled "A proposed Scheme for a Gold Standard for India.” 

Iho loUoTTmgo,, times ol .1 gold slradatd .jslera, on the assomptioa that the 
management of the paper currency and the conduct of the remittaneo on.r.,7 ‘ r 
Got emmen. are transfer. ed to the Inpenal Bnnh of Ind.a, h”rwrbS S the 
notice of the Commission It i. considered that it tviU assist the ® 
tvilnesses if thej are m possession of these outlines, and th^ memmand 
accordmgly comnmmcated tor the personal informntion of “itnossef X2he“l'J h® 
understood that Its contents are stnctl, conMentnl, and that its pronosaSs d„ "^t 
any way emanate from the Commission proposals do not in. 
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Details of the 

2 Tlio iletiils of tlie ■'chenie 'jfter its complete introcUictiou are ns folloM's — 

(ti) Gold com and bank notes to bt unlimited legal tender ind sil\er mpees up to 
Us >0 oulj 

{h) Go\cnimcut to be under stalutoiy obligation to gi\e gold com m exchange 
for gold bullion at any time on payment of a beignorage to cover minting charges 
(c) The Imperial Hank to be under a statutory obligation to buy gold in the same 
a\ay ns the Hank of Tuglaud and at a price fixed on a similar basis 
fd) Bank notes to be payable on demand in gold com 
(c) The coustitiUiou of the new reserve to be as follows — 
fi) Gold holdings ordinarily to be not less than 30 per cent of gross circulation, 
but mav be reduced to 20 per c^nt. on payment bv Bank of a tax of C per 
cent on amount b\ which inae^ted portion exceeds 70 per cent 
(n) At least 20 per cent imested portion to be gold securities or trade bills 
drawn in India m sterling and having a enrrenev of not more than three 
months 

(iiij ffemaming investments to lie Government of India securities up to a 
maximum of 90 crores md internal trade bills or other self liquidating 
securities 

'J) The Bank to undertake to 1 eep the Secretary of State supplied with funds to 
-meet the sterling charges of Government 


Dificidtics m immediate lutioduetionof full Gold Standard 


3 'T'lie rupee cannot be limited as legal tender a« proposed above unless an 
opportunity be first given of convertingtbe rupee holdings into gold The magnitude 
of this liability i'* indeterminate because it la not possible to estimate with accuracy 
tlio amount of rupees outstanding and the portion thereof which would be presented 
for conversion Based on the best possible method of calculating these amounts, it 
has been suggested that tlie maximum nombor of rupees outstanding is about 
doO crores of which at the a\ erage rate of 5 per head of population about 1 oO crores 
will be required for circulation if the rupee became limited legal teuder Of the 
balance of 200 crores OOcroes are in the Governments currency reserve, and the 
balance will be presented for conversion into gold It would not be possible to 
provide for the unmediate conversion of these 200 crores and it l^ therefore necea&iry 
to proceed by stages 


Infrodtiftion of Gold Standard b>j Stages 

4 The following stages have acconlingly been suggested for the gradual 
introduction of the scheme ““ 

fil A statutory obligation should be imposed on Government to sell to any person 
who makes a demand m that behalf at the Bombay Mint and rays the purchase price 
m anv lenal lender gold bullion at a pnee equivalent to the par of exchange but 
only m the form of bars contammg a fixed mmimmn weight of fine gold (say 
arMl nU trovl A statutory obligation should aUo be imposed on Government to give 
m eSange for gold bullion, note^ or silver at a price equivalent to the par of 

exclian^e less a small seignorage charge i tt j r i 

^ should be put mlo circulation and offered as freely as resources 

Tiers ffir notes and silver rupees at currency offices treasuries and 
branches ot to ^ipenal Bank oS India wilhont any deSnite obbgntion to grae gold 

'“UnT After fperwd (saj. fire years) the babtbly to give gold oom 

in enltonge for notes or rupees, and abo far gold baton on payment of a seignorage 

should 1 gjed by .(atnte (saj five years) the silver rupee should 

be iSal leg d tenSS fo? snnis up to a smnU filed nmnnnt only (say, Hs >i0) 


Sale of Silver 

f f,„_ cilver m 200 crores of ripees is about 687 million fine 
o The amount times the worlds annual prudtiction It would be 

ounceo and i-v 3 suffieiently long penoil not onlv with the object 

neces ary to spread rupee* sold but also with a v lew to dimmishmg the 

of obtaining a good price lor me e 
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disturbance in countrie'' nitb a silver currencv and the idrerae effects on the rorld s 
stiver mining industry It la assuired tbit the sile<s imv be evenlv spread over a 
period of 10 years the period suggested for the intro hiction of the full gold standard 
This would result in in annual sale ol about Ri» iO ctores’ worth of silver whicb is 
approrimitely equal to the a\ enge net import of silver into India in recent years 
The average price obtained bv the sale» mar be expected to be not less than 24d 
per standard ounce (against the present pnee of over 30d) le half the exchange 
value of the rupee would be realised Ihe le&ultant deficiencv will be met in 
respect of the pubhc holding of rup«^ b\ tbe appropriation of the Gold Standard 
Heserv e and in respect of the correncj holding bv the creation of Gov ernment of 
India book debt 

Total Demand far Cold 

0 The gold ultimatelv required for the reserve on the basis of a note circulation 
of 1S9 5 crores amounts to oG Ocroie^ agaiu&t which theie is at piesent a gold 
holding of 29 7 crores in the reserve The total gold required for introducing the 
scheme m all its stages will thus amount to 27 2crotes for the reserve plus the 
gold required for converting the 110 ctores to be tendered b\ the publi , i e a total 
of 137 2 crores, or il03 inillious 

Distnb ition of the Demand fot Gold by ‘^taqcs 

7 On the introduction of Stage I m para 4 above the extra demand for gold 
would mse only from substitution of gold for rupees alre idy m hoards Comparitivelv 
few hoards would be large enough to buv the miniraum quantity sold bv the currency 
authontj and tbe hoards would not be brongbt out suddenly Tbe bullion merchants 
would probably laj in stocks in anticipation of demand and the aggregate imount of 
the hrs demand from bullion meccUaots and presenters of the larger hoards would 
be about Us 6U crores worth of gold As the reserves would have at the inception 
of the s heme a gold holding of about Us 30 crore« it would be ueces^ary to piovide 
another £15 millions of gold at the outset to meet die first demand on the introduction 
of Stage I ihe period that would elapse between Stages I and JI would depend on 
tbe progress of conversion of the hoards, and Stage II would be entered on as soon as 
the gold reserves had accumulated to an esttiit sufficient to enable a gold com to be 
put into circulation ai d to enal/le the supplv of such com to be kept up contmuouslv 
During this period the demand for gold may be greater than the supply obtained bj 
the ^ale of silver and it might become necessari to supplement the supply hi external 
1 orrowiag It seems unlikeU that the amount of evternal borrowing will exceed 
R') 30 crores or will b** required for a longer peiiod than five vears 

As&ummg gold currency liah "been made Ireelv available during Stage II, Sta^e III 
would not lead to an> great intrei^e lu the demand for gold com The introduction 
of Stage IV would probably bring in a tew more rupees from hoard's but the 
additional demand would probaolj not be ren large la the greater part of the 
hoards of ruiwes would have been replaced bj gold during the earlier stages 

It IS unneceasar} to attempt to estimate pieci^elj the amount of gol 1 required at 
each stage Tor all practical purposps it mav be assumed from what has been 
lucTitioned above that about £lo millions would be required at the time of initiation 
of Stage I a farther £35 miUiou& within a year and the rennming £o3 millions ov er 
a period of 10 wears ' 


Cost of the Scheme 

8 The cost of the scheme finallj would represent the difference between the 
interest on the investment'* m the reserve as finally constituted and the interest now 
received, this is esUmated at 1 crore The interest on the Government of India 
securities now in the reserve and the interest on the eventual holding of such 
stcuritie» do not enter into the question of the cost to the Government ou account of 
the change During the transition period there would be a further charge ou account 
of the curving on of metvllic stocks owing to the gradual conversion of surplus sdvei 
mto gold or pld securities, and the interest on external credits which would prohabl v 
have to be obtained while the gold reserves were being buUt up It is estimated tha^ 
the charge during the transit oual period would amount during the first fire vears to 
about If crores a year “^o'c^earsio 

0 The chief ^uvts for consideration in connection with this scheme are fA 
extra cost involved, (n) the pos ibihtj of getting the gold required anT the 2ot of 
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its iMthdnwnl for the purpose of Indnn requirements, particularly tte effect upon 
irorld gold prices, (iti) the effect of the scheme on the silver market and the pos«;ibiiitjr 
of reilisiug a reasomblo price for the surplus of siher, and (i\)the effect on the 
monetar} 'utintion of anj miscalculation under am of the headings mentioned in the 
preceding parigraphs 

JsorE— lor the purjose of the calcnlations in this memorandum it has been 
assumed that the rate of cicliange at which the rupee is stabilise i is 1« Gd 


Supplementary list of “ Qnestiona to be asked the American® Witnesses by the 
ChainnaD 

iXttontion IS ibroctt 1 to the plan for the establishment in India of the gold 
standard with gold coins as an internal medium of exchange, for the reduction of the 
status of the sih or rupee to that of a token of limited legal tender and for the sale of 
siUer, set oit m the accompanjiug conC lential Aleraorandum entitl'^cl Proposed, 
pcheme for a gold standard foi India 

I _ \s to the proposals relating to Cold — 

1 Assuming that these proposals invoho the absorption bj ludia of about 
L103 000 000 ( SdOO GOD OOO) of gold (m addition to normal requirements for the arts, 
hoard- Ac) of which it is a-ssiimed £lo millions would be required at the ontset an 
additional S.io millions within a \car and the remainder within 10 vears 

^\ hat would be the effect of these proposals— 

on the supplies of credit aud rates of interest m America ’ 

(1) on the I osition aud pohc\ of tho Icderal Ueserae Hoard 

(c) on the position aud policy of the Central Banks 

(11 of those of the European coiiutries which have put the gold or gold. 

exchange standard into operation ? 

(2) of those which arc aiming at doing so? 

(d) genenlly on tho maintenance aud restoration of the gold standard m 

I uropcan countries’ 

(ji) on Ih/msTlI hung ’..id on .rnges in America Europe and India* 

re°scr'ee cim^d Ao »upnli of credit trh-it elect tronld this have npon Amer.o. 
runncall) nod economicalli ' , , , , 

3 W Int Mould bo tho re Mtion on In l.a of the oonscqueuces nhioh 50U deaonbe 

m ropU to qiictione 1 an 1 - £103000 000 elerl.ug of 

uddmonrgolTts M°t spread oier a period of 10 years 1m. takes place more 
difference Mould this circumstance make to the consequence, ivinch von 

have described in reply to questions above , . , , „ 

oDinion nhether under tho scheme m question the 
5 Can uv,i £103000 000 sterling of gold could m fact bespread 

ab«on)tion of the a iaiuo ^ py -wliether it might not have to be supphed 

over the period of 10 3 ears as 1 1 

more rapidl} ’ amount of £103 000,000 sterling of additional gold reqmred 

G AESummg inat lue a ]yy the avithdrawol of more gold into active 

for India might be j \ fn the estimates of the scheme 

circulation than IS allow cu circumstance make to the consequences winch vou 

hat r“o qu^iok 1 an 1 2 nboto * 

have descri opimon as to the desirability of the proposals of the 

7 Can you evpress anj 1 interests of India and particiilarlv in vieiv 

scheme relating to goto m ciirrencj by the mean, propose 1 ’ 

of the cost to India of prom » ^ .„„.n„i,<.K,s.as„ 

• V fim Hr set of quest ons n ^ ^ 
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8 Can jou assist tlie Commissiou with nnj evidence as to the probable luture 
relation between the ivorld’s demand for gold and its snppl), assuming that Indian 
■conditions remain unchanged ’ 

9 In pai ticular, can you give an estimate of the annual increment to the stock 
of gold for monetary purposes which is needed to keep pace with the economic 
progress of la) the United blalea of America, and [h) the rest of the world ? 

10 In how manj years will the stock of gold for monetarj purposes now held by 
the United States of America, and at present regarded as redundant, be absorbed in 
this maunei ? 


B — \s to the proposals of the scheme relating to Sthcr — 

1 Can you assist the Commission with any evidence as to the probable future 
relation bet\%een the worlds demsmd for silver and its supplv, assuming Indian 
conditions to remain unchanged ’ 

2 Assuming the proposals releried to mvolie the sale oier a period of 10 years 
■of an amount of silver equal to about three times the present annual world’s 
production — 

(a) What would be their effect on the silver market ’ 

(o) What effect would the proposals have on the markets m copper and other 
base metals ? 

(<s) What effect would a fall in the price of silver have on the volume of its 
production? 

(d) If a fall has the effect of curtailing production, would it be reasonable to 
suppose that a fall m the price of silver to 2id would so contract proJuction 
as to stabilise the price of silver at about that level, and permit of the 
absorption of, say, 20 crores of rupees annually’ 

3 In what respects would American interests be affected by the silver sales tn 
question ’ 

4 Having regard to the desirabihty of the co-operation of the United States m 
the carrying through of the plan, how, m your opinion, would it be viewed by the 
Government and the Financial Authontios of the United States of America ’ 

5 What difference would the imposition of a duty on the importation of silver 

into India make to the con«equencea which you describe m reply to questions 1 2 
and 3 above ’ 

G The average annual importation of silver into India for use in the arts, as 
ornaments and all purposes other than coinage, for the last five years was 81 million 
fine ozs 

Assuming that the effect of the proposals under consideration, with or without 
the imposition of an import duty, would be substantially to reduce the importation 
•of silver into India for these purposes 

"What difference would that ciicnmstance make to the consequences which vou 
have described in reply to questions 1, 2, and 3 above ? 

7 Can you express any opinion as to the desirability of the proposals of the 
scheme relating to silver in rel ition to the interests of India and m particular the 
circumstance that silver is a favourite stoie of values amongst the poorer classes 
there ’ 


8 Assuming the Government oI India requires to raise credits m order to bridge 
the period between the introduction of a gold currency and the realisation of the 
silver which It would replace which credits might amount to $150 million m New 
York and £23 million m London 

What considerations, arising either from the nature of the scheme or fiom 
external circumstances would militate for and agaiii-’t a proposal by the Government 
of India to obtain such credits in New York? 

9 Would a proposal by the Government of India to obtain such credits in New 

lork for the purpose of carrying out the scheme referred to t'for puttmrr o-old inM 
circulation in India concurrently with the sale of silver) be likely to encounter anv 
such difficulties as would make it undesirable to contemplate that step ’ ^ 

10 Assuming that the credit of $150 xmlhon would not be required for a lonrrpr 

ciSbtsdSSne ^ ^ embarking on sS a 


(1) if the credit is not required to be actually drawn on 

(2) if the credit is onlj partially drawn on’ ’ 
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11 It has been «:uggestcd that the comereion of silver hoards into gold and the 
introduction of n gold cunencj will nUimateh lead to a reduction of India r demand 
for gold for non-cun oncj purposes If this were assumed to be the case would any 
modification be neceaburj in \our replies to previous questions ’ 

1^ It IS relevant to the mquirj of the Commission to consider whether the times 
are ripe for a stabilisation of the rupee at a fixed rote m relation to gold or ste^g 
Do you consider that there is auj factor m the financial situation in the bnited 
States of America which nonld male it prudent to postpone anj «uch measure for 
stabilisation’ , , , i , 

13 In regard to the rate at which the rupee should be stabilised it has been 
suggested that a rate lower tbm the existing tale wiU reduce the total demand for 
gold 111 connection w itli the introduction of a gold standard in India WInt weight if 
any, should in your opinion be attiched to this suggestion’ 

14 111 re<xird to the remittance operations of the Government of India v question 
has arisen whether thej should be conducted as hitherto bj the time honoured system 
of sales of Council Bills m London or b> meaM of purchase of sterling bills from 
Exchange Banks and firms m India as has been done since 1J.3 It has been 
BuEKestfd 111 lai our of tlie old.r syJem tWt it gives greater facilities to tlie people of 
SPunited States of America for pajmeiit of tlieir j.ite anti other contracts made aiitli 
India uhat imixirtance do jou attach to this? 


appendix 90 

icT * «« Effect of Exchange on Government Revenue and 

"""‘ExpendUurrsubmttted by Mr A C MeWattora. CIE, ICS, 
sforetary to tho Government of India, Pinanoe Department 
I_77,e jam tu racJianjc «i betern. cl m Ihc year 1018-9 a, ccipaiccf mlh thr 
vre tent rafe 0/ Is Id . j t 

In 1918-9 all at thaAime was calculated with 

The SO'" “^“'’S^'Xnge ob.atned bj the Secretara of Slate on 
CoSVdls Thlalftc m the rear 1910-9 was 1, old The total sterling net 
expenditure was as follows — ^ 

7?er€m»c— , , 23 620 49 j 

Expenditure m Enghnd 
Receipts m Lnglaud 


3 22S 09b 


,, . . 204004J9 

Iset expenditure 

Capital — ■ 1 CoO S9a 

Capital expen i urc Revenues at Is 5Jd compared with Is id on 

The gum m r? o o 3 10 639 m respect of lieienue and Es dO 12 263 

the above figures would be ns - u 
in respect of Capital 

. .rlMf?! icould aca ue from customs import duties if exchange icere 
n— r/ie extra return u Gd and tf the following two assumptions are 

at Is 4d Z 'I, s., not LmJshed a/d (2) l/.ot the frtce of 

imported goo hti J calculated that 67 per cent of 

Oter the period April to b lolorcm basis 

the import dutj rf’'™, tariff valnes are filed) The remainder paid duty 

(moluding those articles to 

at d rty on .mports according to the 

Budget of I92o-0 is 

Deduct Government stores 

Balance ^ _ 

57 per cent of above _ . 

Increase at 12'- per cent - 
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Despatch from His Majesty’s Secretary of State for India, 

No. 51, Financial, dated the 241th April 1914. 

In mi telegram dated Cth March 191-1 1 informed you that I should address j ou. 
hy Desp'itch on. the subject of the lleport of the Royal Commission on Indian Tinance 
and Currency 

The Report falls natuiallj mto three dmaiona, contnming lespectnelv — 

xV revieiT and criticism of the system of Indian Pmance -ind Currency and its 
administration in recent years 

Recommendations on certain matters, such as the detailed arrangements for 
lending part of the India Office balance, the relations of the India Office with 
the Bank of England and the financial organisation and procedure of the 
India Office, on which it is scarcely necessarv for me to invite Your Excellency’s 
observations 

Conclusions and lecommendations regarding many subjects which must be 
considered in consultation bj ibe Secretary of State in Council and the 
Government of India 

2 On the first head I ha\e little to saj A close examination of the narrative 
portions of the Report might su gg est the amplification oi qualification of an occasional 
passige, or a more exhaustive statement of facts, and something might also be urged 
in reply on the few points where the judgment expressed on the action of financial 
authorities here or in India depails fioin the general note of approval which 
distinguishes the Report But it js neither necessarj nor desirable to undertake this 
task 1 welcome th® Report as the first authoritative survey of the Indian finincial 
and currency system as a whole that has been made since the Indian Currency 
Committee of 1898, and ae a weighty pronouncement on the policy and the measures 
that have gradually been evolved in the course of giving effect to tnat Committee’s 
recommendations It is gratifying to roe as 1 am sure it will be to Your Escellencj ’s 
Government to learn that both the policy and the measures have in essentials receu ed 
the approval of the Commission I note the generous testimony borne to " the ability 
and skill with which the corapheated duties m connection with Indian finance have 
been discharged by the permanent officials to whom they have been entrusted both in 
India and in London ” (para 71, and to the fact that ‘ the final success achieved by 
the Indian autbontiea both in India and in this country must be recognised as a proof 
of the soundness of the currency scheme itself aod of the measures ultimately taken 
for meeting the crisis ' of 1907-8, the chief occasion on which the existing curiency 
system has been put to a severe test (para 49) As regards the feu instances m 
uhich, in the Commission’s opinion, other action than that taken might have been 
advisable, it is sufficient to bear their comments in mind and to endeavour to benefit 
on a future occasion by the guidance they may afford 

3 The recoramendatious regarding organisation and detailed procedure m this 
country are being carefully considered 

■1 The mam conclusions and recominendatioiis requiring consultation betueen 
this Oflico and the Government of India are as follows — 


(a) In para 08 the conclusion is reached that “it would not be to India’s 
adi antage to encourage an increased use of gold m the mternal circulation ’’ 
Read m connection with the opinion expressed in para 74 that “it is 
important that the Government should ooutmue to act on the principle of 
giving tbo people the form of currency for which they ask ” tLs appears 
to ht equivalent to a lecommendalion lu favour, first, of the contmuance 
uilhout modification in the direcwon either of stimulation or of restriction’ 
oi tie TOcseol piactice regordiDg the s* ol Cotincil BiUs which S 
explained on behalf ol ihis Office, is to regulate them so that they “ g'hall 
not ho on such a scale as to prrnent the inllow oi gold to India to the eetent 
to wliicli It seems likely that Uiere mU ho a demand for it on the part of tho 
piihhc (Appends I, page 12). and. senindlj (subject to the qiialidcalion in 
mia no, of the praetieo of Issuing gold freelj m normal titnis from the 
m D'rft'ramt >■> ejchango for rnpees and notes for circulation 

This endorsement of ciistmg prictice appears to call for no comment 
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(b) In pira 73 the Hoyal Commission say, alter pomtmg out tlicir own imbilitv 
to recomnipud on its merits the establishment of a gold mint in India that 
if Indian sentiment genuinely demands it and the Go\ernmDnt of India 
are prepared to incur the eipen«e there is in our opinion, no objection in 
principle, either from the Indian or Imperial standpoint, provided alwajs 
that the com to be minted is the sovereign (or the half sovereign) and it is 
pre eminently a question m which Indian sentimeut should preaail ’ 

The difficultj of ascertaining whether Indian sentiment desires fha 
establishment of a mint for the coinage of sovereigns or half sovereigns is 
considerable When a lesolntion on the subject of a gold mint was raised 
111 3 our Legislative Council on 23Dd March J912 the mover evpressed hi-;, 
preference for a ten rupee piece , but iho resolution was withdrawn so that 
no definite opinion was recorded When in mv telegram of IGth \Iay 1912 
I suggested that the views ot Local Governments Chambers of Commerce, 
and Presidency Banks regarding a gold mint should be ascertained the 
Government of India gave leasona for not acting on the suggestion , and it 
was accordiugl} not pursued at that time In present ciicumstances it is 
■clearlv desirable to proceed with an enquir} as to the existence or otherwise 
of a genuine Indian Bentiment m favour of a gold mint the point which the 
Roval Coinmisaionleavem doubt I shall be glad if you will take the necessary 
steps You will doubtless draw the attention of the bodies that you consult 
to the opinion expressed by the Royal Commission legardmg the merits of 
the scheme and to the information that is available regarding the 
establishment that would berequnednndtheprobablecost (See Appendices 
to Interim Report of the Commissioners, Vol I page 215 ) 
i(c) Failing the establishment of a gold mint the Commission recommend a 
renewed uotiCcatioa of the willingness of the Goveiument of India to 
receive gold bullion at the Bombay mint I do not anticipate that you will 
have any objection to this, and, if this is so it is perhap«» unnecesiarj to 
postpone the issue of the notification until the question of establishing a 
Gold Mint has been decided since the establishment of p Gold Mint would 
reqims little if auj modification m any arrangements previously introduced 
for the receipt of gold Imllion 

(d) In para bO the Commission while holding that the Government of India 
ought to be alive to the possilility of the nggregite sterling loserves 
eventually reaching an unneccssanli high figure, recommend that ilio 
whole profits of the silver coinage together with any interest accruing from 
jni^stinonts or loans made from the Gold Standniu Reserve, sboulil for the 
present continue to be placed to the credit of that Reserve, and that no 
diversion Similar to that made m 1907 for railway devtlopinent should be 
imdci any circumstances permitted until further experience) allows of a much 
more accurate defiuilion of the calls which the Reserve maj have to meet 
than 13 at present possible 

I am. prepared to acton this recommendation and \our Excelicnc) will 
doubtless be in fivour of this contst Ihe importance of the Cointni‘;ston's 
remarks regarding tne possibility of an increase of the bterling reserves to 
an unneceesarilv high figure must not be disregarded, since such disregard 
would involve the danger that the full benefit would not be obtained of the 
eionomj of the Indian currencj Bystem— which is one of its advantages 
But It would be useless, to attempt to forecast now the time and circtimstaaccs 
in which nnv action m the sen&o indicated m these remarks is likelj to be 

U) In para 90 the Commission recommend without hesitation that thevvholeof 
^ ' the Gold btandard Reserve should bo kept ni London Subject to anj 
obsen atious from Your Excellency I am readj to accept this recommendation 
(f) Paras 9G to 100 contain recommendations regarding the composition of the 
Gold Standard Ucscrv e, vii —Chat not Ic-,3 than one-half should be held 
m ^okl when the total exceeds i30 000,000, and that the mmimuni arooimt 
to bo so held should bo rai-.ed as soon as possible to £15 000 000, of which 
^4 000 000 shoul i be provided bj the abolitiou of the Indian branth of the 
Gold Standard Reserve and the consequent transfer of sovereigns from tho 
Pmet Currcucv Re erve in India to the UolJ Standard Reserve for location 
m London as soon as comenient. ^lOOGOOIshoiill be obtained from tho 
same sonae m exchange for scc«ri«i> now held in the Gold Stan lard 
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Rcsene ond llie rcnninilcr should lie ncciiinul itod opl>orttlnll^ offers 
lor the revision of existing inTcslnuntha^ well l>\ iln. inlvlitvon of new 

\ou will donhtlc'is bt m /ivourof inrrnsuig the ninonnl of gold hold m 
the Gold Slandnrii Reservi and Ishill be ghd lolcnni whcll cr tlicfitandird 
jiroposid bj the Royal Commission npi cars to jou to bo btnlablo I elnll 
also be ftlsd of \owr vcmirks is to the method proivostd for uttninmg llu 
etnuhrd 

The tnnsfer of i 1000 000 in gold from the rniwr Ciirrtncv Reserve 
ngnmsl tlio rupees now in the Indian Rmirh of iht Gold Slnndnnl Reserve 
would pix sent no difficultv in llsclf but it would l*e ndvnntngtous tint ns 
the nbohlion of tint bnincli would dimmish tin el isticitv of the currenev 
sjstciu It should be nccomi 'lined bv tin iiitmduciion of tin luw element tf 
olaslKitj proposed m pan 111 'Ibis would rcttttiro the umtndinciit of the 
Paper CurrcDcj Act 

Smnlarlj the proposed imnsftr of i I 000,000 from llu Pa{>cr Currem j 
Reserve in exchaupo for secnrnie-^ would requirL Icgishliou in eoniiectiou 
with which JOU n aj dc-*iro to consider the (ompiiitiVL ilvintngis of 
mahing the addition to the invest d \vottion of the Paper Curri nev Re'crve 
entirclj (ns suggest! d b> the Commission) in the f rm uf sli rlii g firiiritics 
or I irtlv in tint form an«l pirtlj in nipti. paper If the 1 iiti r i-oursc win 
adopted a corresponding portion of the ninouiit to b a Mid in gold to the 
GoU Standard Rc'crvt wouH In ibtaimd bj the nalisui n f sttrlmg 
securities now held m ih it Reserve mid the car marking of thi proceeds 
in gold 

The provision of the further sum required to ruso the loial of pol I m the 
Gold Staudar 1 Reserve to iljOOOOOO will if lint btandanl n n iopt< d, be 
proceeded vrith as favourable oppoitiimtv niftrs 
(j) In pan 101 the Commission in accord mco with tlitir view (stated tn 
para 'i2) as to tlio ituivortancc of formulating in adiaticb nnd giving 
piihlicilv to the jKjbcv which it is intended to piirxiic m a crisis, ndvisv 
that tiie Go'vriuueiil should mike a public notifieation of ihur intention 
to sell bills in India on London nt the rate oil# 3’5J whenever tliev nrt. 
asked to do so (ns was acUnlK done m PKt5> and eontinncd in to the 
full extent of their rcsourtea, I elnll U glad to li ini vrhtlhtr vou are in 
favour of such a notification ond, if '■o when in jour opinion, it Hliould W 
made 

(h) The mam rocommendaiioiis nganbug the Paper Curreiioj svstoin coiiLimcd 
in paras 110 to lib are ns follows — 

(a} That the Paper Curreuev Act should bo amended so ns (1) to 
increase the I cmiissiblc nnaimum of tlie fuluciarj portion of the Reserve 
up to ibo equivalent of the notes held from time to time lu the Rcbcrve 
Treasuries plus one-thinl of the notes outstanding elsewhere, (2) to 
increase the aniouul that maj bo held in sterling secunlies (d\ to enable 
part of the fiduenrj portion to bo represented bv loans granted m India 
or London 

(ii) That the securities m tbo Cdiiciarv portion of the Rcaorvo should 
then be at once increased bj the addition of six crores of sterling 
securities, to be transferred from the Gold Standard Reserve ns shown m 
(/) nbov 0 

(c) That the 500 rupee note si ovild be univcrsabscd nnd that in 
accordance with the Couunias on 8 \ lews expressed m para as to the 
imporlanco of encouraging the use of notes additional facilities should bo 
granted for tbeir cnc ishmcnt 

(d) That gold m tbo Paper Cuirencj Rcsciacinludia should m ordinarv 
circumstances continue to ho used as at present but that when an 
exchange crisis declares itself it should be given out onlv on siicb 
conditions as will secure its imiuediato vaport 

(c) Tint for tlieprcMnlorartion ol thi Reserre sliouM TOiitiimo to bo 
to is'ooV 000° “ ”‘'"'■'■■'1' '>■> Itoiited 

Somo o£ Aeso propo lis nt» lai mad.mg and w.ll rnnn.ro careful 
consideration Tlie case tor an increase in tlio pctimssiblo iinximnni of 
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tte fiducnry portion of the Hesene and for enabling n part to be represented 
on occasion by loans appears to me to be strong The questions a\hether 
the maximum shall be fixed and the addition to the permanent secnnties 
effected in the manner proposed are more difficult 

With regard to the fii-st question it is to be remembered that if the plan 
proposed by the Commission is adopted any encashment of notes or 
withdrawal of notes from the Reserve Treasuries at a time at which the 
non metallic port on of the Re erve is at the maximum amount permissible 
uill require a sinultaneous diminution of that portion and adjustment of 
the amount of the metallic portion Tlie inconvenience iniohed m this plan 
and indeed m any plan undei which the invested part of a I’aper Curreucj 
Reserve is limited to a percentage of the circulation m‘«tead of to a fixed sum 
must not be overlooked and it is to be remembered that such inconvemence 
IS peculiarly great when the Reserve is scattered over a wide area 
The second question has alreadj been referred to under (/) above 
I shall await with interest jour observations on all the recommendations 
under this head 


(i) In para 123 attention is called to the importance of reviewing periodically 
' ^ the balances held hj the Government of India »o as to secure all possible 
economy The subject is one which necessanli comes before aour notice 
at freqiieut intervals and with legardto which it ma> be assumed tliat jour 
pract ce at anj given time reprebents the result of the most recent 
experience The present moment is scarcely fa\ Durable to any formal 
examination and leport on the subject partlj because this would invoho a 
postponement of the tine at winch jour examination of the other recom 
mendations of the Royal Commission can be completed and partlj because 
the recent increase m the limits on savings bank deposits introduces a new 
factor that will require to be tarefullj watched But you will doubUess 
beai the subject m mind and in doe course make anj modifications or 
submit to me any proposals that may seem to you to bt desirable 
(,) 1 anl.cmite vou will smiihrh desire to postpoiie for o time tire 
" consiiler-it on of the udvnitages and disodruitogoe of o change in the date 
of CO imenoomeiit of the financial jeir to which the Coiiiniibsion refer m 

a) irparas 131 to lOO the advisabilitj of gr.nting loans in India from tho 
^ Government balances in nddition to such ns would be granted under the 
reconiniendations summarised in (li) above is dismissed The rccomiiienda 
tions are that such loans should he made to rresidency Banks ngainsl 
sceiirily that thej should he for short periods that they should not bo 
emilned to periods of stringency that the rate of interest shoJd he tod 
“v negoliatmn in each ease and that the a, lonnt should bo based on 
ewerienee gained bj cautious and tenia ne netion Mv telegram of 
PS October 1913 and my Despatch dated 23rd January 1014 a\n 11 
(Financial), approved proa istonally a policy similar to that now recommended 
eVeept that It confined loans (m accordance with yom snpstion) to periods 
1 , rate reached or was aliout to reach a high figure such as 

foSfper It andfited the rate of interest at 1 percent below Bank 
rate l o.tr eaperienee of the olfer made in nprdanee will, my telegjnm 
1 ? 1 Ir, towards forming an opinion on the polioa generallj and in 

narticu’lar on the comparatiao ndvanlagcsot the method then adopted and 

tire mSod <1011 recommended for detaining the time at which and the 
terms on which loans should ta ^nt the araonut of rupee 

(0 In para lb' ‘(^aJ^Zen? may a«th advk.age he increased This 

loans issued by y of considerable correspondence between tho 

had already heeo u J [ gt,„o Council m consequence 

S°;Sthe loiintrf t rV liTnnnounced in your Budget for 1914 5 
wasfiscdat fij e crorer^^^^^^^^^^^^^j^^^^^_^ ibihtvof increasing 

W op,ihnt*of the forms of scc.ir.la i s led t j tl o Goa eminent of India to 

aaliiSi attention IS draaan^n^^ira ^10 eoiitso that has been and 

Stowed in regard to the sale of Council II II, \ arm is s iggcstions that 
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e beeu phced before the Commisstjou for juoclificition of existing pniclice- 
are rejected In some passages a distinction is dr nui betiu tii two mows as 
to the Jimit tint should goxcru the amount of sales the one that the trade 
demand for remittances should be met sul joct to not preventing an mQon of 
gold to India to meet the demand of the public for gold the other, that the 
requirements immediate and prospective of the Secretarj of Stale in Council 
111 Ixmdon shoul 1 he the oulv factor t > be con^-idered Certain points 
regirdingtlie relation between these views, the po sibilitv of conflict between 
their practical con®equenci s and the coin^e to be taken in such an event are 
discussed in the enclosed note 

(o) In para 2i2 vt is recommended that a small expert lo Ij be appointed with 
instructions cither to pronounce delinitclv against tlie cslablislinicnt of a 
State or Central Bank in India at the present time or to submit a concrete 
scheme for its establishment 1 see no reason wh\ effect sliould not bo 
given to tbis recommendation If rou agree I hliall be glad to receive 
detailed proposila from jou 

5 The Bummarv given above is not cxliaiistirc It is intende 1 to issist jou in the 
consideration of the Beport bj indicating the |H>ints to tv Inch ii stems to me that 
discussion between the Government of India and injstlf shonhl first be directed and 
the provisional conclusions which subject to \o >r remarks lam tnclinetl to adopt on 
certain of them Owing to the number ami complexitv of the issues raised and the 
pre sure of other work in vour Finance Department «*oino time ma\ elap«c I ofore rou 
are able to furnish me with a full statement of vout views nnd vou inav wish to deal 
with the questions m small groups or on© by one I am nuxlo^^^ to meet vour 
coaveuience m ibis respect and am cinUnt to leave to vou the choue of the order m 
■which the discus inn of the v vrious subject** shall be taken up 


CNCLOSlIlt 


^ otc Ttftmd (0 in jvaro 4 (n) 


In paras 1T7 to ISb and mcideiitallv in other passage the Ivoval Commis lou 
consider what are the limits of amount witl m which Council l)raf»s should be sold 
To discern elearlj how far the CoiDmi*.sion agree with thn practice that has been 
followed in the past what is their altitude toward* sug-Catious for modihcation that 
hav e been placed before theni and vrbat ibev recommend for the future is of much 
importance because as stated in pira 170 in linguage of vvhicli the appropriateness 
vnU be recognised l)j all who have close practical atquimtance witli Indian finance 
the sales of Council Drafts arc the tenlral feature of the machinery bj which the 
Lidian finance and curremv sjstem is at present managed ’ (pm 170) The 
Comnussioners themselves have not attempted to laj down anv brief rule that can 
be mechanically followed and it docs not seem possible to sunimari«e tlicir 
conclusions in any such form To obtain from them practical guidance it appeir* 
necessarj to collect tbeir observations on v hat was put beforo them as to existing 
practice and on the possible mo hficationa m detail or m principle that tliev 
considered and to see what are the lesiilts to which such observations point 


(o) Then summary of recent practice as explained to thorn m evidence 1 = 
(para 1 78) that it has been to «=eU as long as there was a demand [within 
the recognised limits of price] and as long as it could be met from the 
re‘'Qurces of the Government m India It might have been added that as 
was stated m evidence (see Appendix I page 12) nnd demonstrated ov 
statistics [ibid pages 21 andSl) U«s praotico has been followed subject 

tothecousideration tUt the bales shall not be on such a scale 

as to prevent the mUow of gold to India to the extent to -which it seems 
likely that there will be a demand for it on tlie part of the public It 
might also have been added that as mentioned m paras. S3 and 174 of the 
Keport, bills are sold without limit at Is 4|rf per rupee 
(h) The possible modifications consider bj them were (para 179) tbat fhp 
Secratarr of Stale slionM never seU more t.ian the amount of lus home 
chargee or that he ehonW restact hm sales to the amount enteied inX 
But get est, mates or again (hat he ehonld adjust the sales m such manner 

3 £4 (^°000 " 
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As regwls the results that have followed from the practice described in («) and 
the value of the siiggestiout, mentioned m (6) the hading of the Commission is 
definite 

(o) In para 133 thej say that they find no fault ;Mth the course taken by 
Government in leceat jears thoogh the} mention that if the 
recommendations which they make as legards loans in India are appro^ed, 
the occasions though not the ertent, of the transfer of money from India 
to London may have to he revised 

Similarly xn pai“i IfStheyemphaaisethe fact that while inconsequence 
of recurring surpluses over bndgei estimates the London balance has been 
abnormally high for the last few years no mouev has been brought home 
bj the sale of Council drafts which has not been used or will not be 
used for Indian Government requirements in the United Kingdom The 
Same view IS repeated m para 18b 

(6) In parj 179 thev state that they aie opposed to the suggested limitations 
on the amount of sales They refer more than once to the iniportaut 
xmdertakmg gucn lyihe Secretary of State m Council in 1904 that Bills 
will be sold without limit of amount at is per rupee and <lo not 
indicate that thev contemplate anj alteration 


Thus the procedure actually followed has led to results which the Commissioners 
think «imtable ami the alternative procedures considered bv them, which would have 
led to dilTerent aesults are rejected But emphasis is laid (paras 179 180 and 186) 
on the view that the only real j istification for the sale of draft-* is to be found m the 
dehirabilitv o! meeting the Secretary of State s requirements immediate and 
prospective m the wide sense m wh ch (para ISO) these words aie understood by the 
Commissioners and not m the desirability of meeting the cooienience of trade 
From para 130 it would appear that what is said on this point is intended rather to 
suggest an amendment of the explanations given to the public than a change of 
practice an inieipretation borne out by what w said alwut the results of past 
practice 

But it IS not superfl lous to consider the questions (1) how far it is probable that 
a rule that Council Drafts «ihould be sold to meet the demands of trade subject to 
not impeding the flow of gold to India to the amount required in India for absorption 
bv the public might have in the future (though it has not had m the past) a different 
practical result from the principle laid down by the Commission that sales si ould 
be limited by the amount of the Secretary of State s requirements present and 
prospective in the sense defined m para 186 (2) what guidance can be gamed from 
the Commission 8 Repoit as to the action to be taken m the ovent of such conflict 


That such a conflict is improbable is shown by the coincidence noted above of the 
results of following the first pnncipfe with those that the second principle is 
intended to produce and also by the fact that any increment of the trade demand 
expressing itself through an appficatiou for Council drafts tends automaticaHy to set 
up an additioual requirement of the Secietary of btate in Council vir moiiei for 
the purchase of silver But though improbable the supposed conflict is not 
impossible It is conceivable tint at a time when tho Secretary of State held 
resources sufficient, on a reasonable estimate to meet his requirements immediate 
and prospective and when a stock of gold and silver was held by the Government 
of India sufficient to meet the immediate and prospeclne demand of the public a 
trade demand might arise for remitUnce to India and express itself in applications 
for Council Drafts To grant such drafts would involve a departure from the 
principle laid down in para 186 To refuse them would involve ‘ the export to 
India on private account of more gold than is actually required m India for 
absorptiou by the public ’ a course which the Commis'sion regard as involving 
disadvantages set forth in para 176 

The difficulty of choosing between the two courses would mpart be automatically 
removed by the operation of the rule (if still in force) under which sales of hills are 
made without limit at 1* 4Jd per rupee the proceeds being treated if necessary, 
as a temporary addition to the portion of the Biper Currency Reserve held m London 
If this did not completely solve the problem the Secretary of State and the 
Government of India so far as they were entirely guided by the views of the Royal 
Coinnussion would have to act m accordance with such view as they could form oa 
the que tion whether an increase wa» more probable m the future in the Secretary 
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have been placed bJore the Commis«!ioi» foi iiiochfication of existing prac 
are rejected In some passages a distiuclion i> «lruMi beint tn tno vje» 
to the limit that fihouJd govern the amount of sales tiieone that the tr 
demand for remittances should be met siiljcct to not prt.\cutiag an mOon 
gold to India to meet the demand of the public for gold , the other, that I 
requirements immediate and prospective of the Secretarj of State in Conn 
111 Ixindon should be the onh factor to be considered Certain pon 
rogirding the relation between these views, the possibilitj of coiifiict httwn 
their practical conseqnencts and tho course to be taken in such an event ni 
discussed in the enclosed note 

(o) In para 2i2 it is recommended that a small expert I o Ij be appointed witl 
instructions either to pronounce definitely against the establishment of i 
State or Central Hank in India at tho picsent ti no or to submit a concrete 
scheme for its cstablishuient I see no reason win elTett should not ho 
given to Una recommendation If jou agree I shall be glad to receive 
detailed proposals from joii 

5 The sumniarv given above IS not exiiauaivo It is intend 1 to as>jist you in tho 
consideration of the Report b\ indicating the points to which it stems to me that 
discussion between the Government of India niul myself shoul 1 first be directed and 
the provisional conclusions which sid jetl to vowr reiinr! s lain incline 1 to adopt on 
certain of them Owing to the mnnber and complexitv of the issues raised and the 
pressure of other worl m jour Fmance Department some time mav e!ap=o 1 efore vou 
are able to furnish me with a full statement of voui views and vou mav wieh to deal 
with, the questions in small groups or on© bv one I am niixiuus to meet yotir 
convenience in this resptet and am conttiu lo leave to vou the choice of tbi order m 
which the discussion of the various subjects shall be taken up 


Enclosibi 

Note rc/erred I© in poio 1 (n) 

lu paras 177 lo 16b and incident dh lu other passage- ilie Kojal Commission 
consider what are the limits of amount within which Council Drafts should be sold 
To discern clearly how far tho Couimissioii agree with the pnciite that has been 
followed 111 the past what is then attitude towards suggcslioub for modification that 
hav e been placed before them and what ihev rtcommend for tlio future is of much 
importance because ns stated in para 170 m Imguage of whicli the afpropmteuess 
wall be lecOsjUised by all who haw close practical acqinintance with Indian tmance, 
the sales of Council Drafts arc the central feature of the niachiner^ by which tlie 
Indian finance and ciirrencv system is at present managed ’ (pira 170) The 
Commissioners themselves hav© not aitcmpted to laydown any brief rule that can 
be niechamcallj followed md it docs not seem yossible to sumu anee their 
conclusions m any such form To obtain from them practical guid nice it appe irs 
necessary to collect their observations on v hat waa put before them as to exiatinL 
practice and on the possible inodificatious in detail or in principle that thev 

considered and to see what are the lesulis to which such observations point 

fl) Then summary of recent practice as explained to them in evidence is 
(para 1 78) that it has been to sell as long as there w as a demand [w ithm 
the lecognised limits of price] and as long as it could be met from the 
resources of the Government m India It might have been added that as 
was stated m evidence (see Appendix I page 12} and demonstrated ov 
statistica {ibid pages 21 and 84) this practice has been followed subiect 
to the cousideration tl at the sales shall not he on such a scale 

as to prevent the inflow of gold to India to the extent to which it se'eras 
likely that there will be a demand for it on the part of the public It 
might also have been added that as mentioned m paras 33 and 174 of tb© 
Report, bills are sold without bmit at I» 4|fZ per rupee 
(l) The poasiblB modiCcatums conBiiIeiiid bj them ivere (pan 170) that the 
Secretary of Slate alionld never sell more than the amoiml o( his home 
Aatges or that he shonld restrict lus edes to the amount entered tn he 
Budget estrinates or a^ii, that he should adjust the sales in such manner 

rf £4 OM ooo” "OA'-S fis>rre 
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As refinnls the results tint lia\e folloncd from the pr'ictice described in (a) -ind 
the ^nUlo of tho suggestions mentioned m (5) tho hnding of the Coinmi=53iou is 
definite 

(o) In pan 133 thej say tint they Imd no fault with tho course taken by 
Government in lecent jears, though thej mention that, if the 
recommendations which thoj make as regards loans m India ore approved, 
the occasions, tliough not the etteat, of the transfer of money from India 
to Ixnnlon maj have to be rev iseil 

Siinilarlv in parv 179 they tmphasisetho fact tliat ‘ while, m consequence 
of recurring surpluses over budget estimatoa, tho London balance has been 
abnomiallj high for tlio last ftw years no monev has been brought home ’ 
b) tho sale of Council drafts ‘winch has not been used or will not be 
used for Indian Government requirements m the United Kingdom The 
s ime view IS repeated m pirn ISO 

(6) In pan 179 thev state that they are opposed to tho suggested limitations 
on the amount of bales Thev refer more than once to tho imporiaut 
uiidortakiDg given by the Secretary of State lu Couiicil in 1904 that Bills 
will bo sold without limit of amount at Js Ijd per rupee, and do not 
uulicato that thev contemplate anj alteration 


Tluis tho procedure actuallj followed Ims led to results which the Commissioners 
think suitable and the alternative procedurea considered them, which would have 
led to dilTerenl lesults are rejected But emphasis is laid (paras 179, 180 and ISC) 
on tho view that the onlj real justificalicm for the sale of drafts is to be found in the 
desinbilitj of meeting the Secrelarv of State s requirements, immediate md 
mospeclivc, m the wide sense in which (pira 186) theso vvoials are understood by the 
Commissiouers and not in tho desirability of meeting the ronveinence of trade 
rrom para ISO it would appear that what is said on this point is mtoiided rather to 
suggest nn amendment of the tTplanatiois given to the public than a change of 
practice an mtcrprotation homo out bv what is said about tho results of past 
practice 

But It IS not superfluous to tonnidtr the questions (1) how f n it is probable that 
a rule that Council Drafts should be sold to meet the demands of trade subject to 
not impeding tlie flow of gold to India to tho amount required in India for absorption 
bv the public might hav e in tho future (though it has not had m the pa»t) a dilTerent 
practical result from tho principle laid down bj the Commission that sales should 
bo limited by the amount of the Sccretari of States requirements present and 
prospective m the sense defined in para 186, (3) what guidance can bo gamed from 
the Commission s Report as to the action to be taken in tlie event of such conflict 
arising 

Diat such a conflict is improbable is shown by the coincidence noted above of the 
results of following the first pnnciplo with those that the second principle is 
intended to produce and al«;o b> tlie fact that any increment of the trade demand 
expressing itself through an application for Council drafts tends automatically to set 
up an additional requirement of the Secretary of State m Council viz monev for 
the purchase of silver But though improbable the s ipposed conflict is not 
impossible It is conceivable that at a time when tho Secretary of State held 
resources sufficient, on a reasonable estimate to meet liis requirements immediate 
and prospective and when a stock of gold and silv er was held by the Government 
of India suEBcieut to meet the immediate and prospective demand of the public, a 
trade demand might arise for remittance to India and express itself m applications 
for Council Drafts lo grant such drafts would involve a departure iiom the 
principle laid down m para 186 To refuse them would involve "the export to 
India on private account of more gold than is actually required in Indn for 
absorption bj the public ’ a course which the Commis'uon regard as involving 
disadvantages set forth in para 176 
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have been placed b fore the Coininis‘iiou for modification of existing piaclice- 
nre rejected In some passages *> distinction i& tlriwn belwien two views as 
to the limit that should goxern the anio mt of sales tlie one that the trade 
demand for remiUances shonW be wet subject to not pre%eiitmg on inflow of 
gold to India to meet the demand of the public for gold , the other, that the 
requirements imraodiate and prospective of tlie & erttarj of State m Council 
ID I ondon should be the onh factor to be considered Cortam points 
regardingthe relation between tbcsevjews, the possibility of conflict between 
their practical consequencis and the course to bo taken m such an event nro 
discussed in the enclosed note 

(o) Id para 222 it is recommended that a small expert lodj beapjointed with 
instructions either to pronounce defimtel} against the eblablishment of a 
State or Central Bank m India at the piescnt time or to submit a concrete 
scheme for its establishment 1 see no reason whv effect should not \)o 
given to this recommendation If jou agree I shall be glad to receive 
detailed proposda from ion 

5 The s\uTU«ar\ given above is not exhausiivt It is inteiidc I to assist jou m the 
consideration of the Report bj indicating the points to which it seems to me that 
discussion between the Ooverument of India and mjself sliould fiivt be directed and 
the provisional conclusions which subject to vo'ir remarks lam inclined to adopt on 
certain of them Owing to the number and complexitj of the issues raised and the 
pressure of other worl in jour Finance Depariii eiit «onie tune mav elapse fpforcvou 
are able to furnish me with a full statement of voui views and vyu mav wi^-li to deal 
with the questions in small groups or one by one I am aiiMoiis to meet jour 
convenience in this respect and am content to leave to vou the choice of the order in 
which the discussion of the various subjects shall be taken up 


Enclosiri 

Nolc refened to in paia 1 (n) 

lu paras 177 to Ibb and lucidcutalh id other passage* the Iiojal Comraission 
consider what are the limits of amount within which Council Drafts should be sold 
To discern clearlj how far the ^mniission agree with tlio practice that has been 
followed jii the past, what is their altitude toward-, suggestions for modification that 
have been placed before them and what thev recommend for the future is of much 
importance because ns stated in pan 170 m language of which the appropriateness 
will be recognised by all rrho have clobC pnclical acquaintance with Indian finance 
the sales of Coimeif Drafts arc the central feature of the niachmerj by which, the 
Indian finance and ciirreni v svstem is at present managed * (para 170) The 
Commissioners themselves have not attempted to laydown anj brief rule that tan 
be mechanicallj followed vud it does not seen posbiblc to suniii ari«e their 
conclusions in anj such form To obtain from them practical guidance it appe irs 
necessary to collect their observations on what was put before them as to eTistinc 
practice and on the possible modifications in detail or m principle that thev 

considered and to see what are the results to which such observations point 

'a) Then summary of recent practice as explained to them m evidence is. 
(para 178) that it has been to sell as long as there was a demand [within 

the recognised limits of price) and as long as it could be met from the 

resources of the Croverument in India It might have been added that as 
was stated m evidence (see Appendix I page 12) and demonstrated oy 
statistics (ibid pages 21 and 84) this practice has been followed subiect 
to the consideration tl at the sales shall not be on such a skle 

as to prevent the inflow of gold to India to the extent to which it seems 
likely that there will be a demand for it on the part of the public It 

might also have been added that as mentioned in paras 33 and 174 of the 

Report bills are sold without limit at Is 4^ per rupee 
(b) ’^e possible modifications considered bj them were (para 170^ 

Secretary of State should never sell more tfian the amount i his home 
diarges or that he should restrict his sales to the amount enteied in the 
Budget estimates ot ogam tbat he should adjust the sales m such manlier 
of id (»0 00^* -torlrng Sgure 
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As regwla the results that have followed from the practice described in (a) and 
the value of the suggestions mentioned m ( 6 ) the hnding of the Coinmi sion is 
deBnite 

(a) In pan 133 thej saj that they find no fault with the course taken bj 
Government in recent 3 ears though, they mention that if the 
recommendations which they moke as legards loani, m India are approved, 
the occasions though not the extent, of the transfer of raonej from India 
to London may have to lie xea ised 

Similarly in para 179 they emphasise the fact that nhile in consequence 
of recurring surpluses over budget estimates the London balance has been 
abnormally high for the last few years no mone\ has been brought home 
bj the sale of Council drafts which has not been used or mil not be 
used for Indian Government reqiurements in the United Kingdom The 
same view is repeated m para I 80 

( 6 ) In pan 179 thev state that they are opposed to the suggested liraitatious 
ou the amount of sales Thej refer more than once to the important 
undertaking giv en by the Secretary of State in Council in 1904 that Bills 
will be sold without limit of amount at is i^d per rupee and do not 
indicate that thev contemplate anj alteration 

Tims the procednre actually followed has led to results which the Commissioners 
"think suitable and the alternative procedures consideied bv them which would have 
led to diderent results are rejected But emphasis is laid (paras 179 180 and 1S6) 
on the view that the only real justification for the sale of drafts is to be found m the 
denirabihty of meeting the Secretary of State 3 requirements immediate and 

S respective m the wide sense m which Ipan I 86 I these woids aie understood by the 
omimssioners and not in the desirability of meeting the convenience of trade 
From para 130 it would appear thit what is said on this point is intended rather to 
suggest an amendment of the evplanatioi s given to the public than a ohanc,e of 
practice an interpretation horoe out by what is said about the results of past 
practice 

But It IS not superfluous to consider the questions (1) how far it is probable that 
a rule that Couucil Diafts should be sold to luret the demands of trade subject to 
not impeding the flow of gold to India to tho amount required in India for absorption 
bv the public might have in the future (though it has not had in the past) a different 
practical result from the principle laid down bv the Commission that sales should 
bo limited bv the amount of the Secretary of State s requirements present anti 
prospective m the sense defined to para 186 ( 2 ) what guidance can be gamed from 
the Commission s Report as to the action to be taken m the event of such conflict 


That such a conflict is improbable shown by the coincidence noted above of tho 
results of following the first principle with those that the second principle is 
intended to produce and ol'so ly the fact that any increment of the trade demand 
expressing itself through an application for Council drafts tends automatically to set 
up an additional requirement of the Secretary of State m Council vir monev for 
the purchase of silver B it though improbable the supposed conflict is not 
impossible It is conceivable that at a time when tho Secretary of State held 
resources sufficient on a reasonable estimate to meet his requirements immediate 
and prospective and when a stock of gold and bilver was Lelcl by the Government 
of India snCBcieut to meet the immediate and prospective demand of the public a 
trade demand might arise for remittmce to India and express itself in applications 
for Council Drafts lo grant such drafts would involve a departuro from the 
principle laid down m para 186 To refuse them would involve ‘ the export to 
India on private account of more gold than is actuaUv required in India for 
absorption by the public ’ a course which the Commission regard as involving 
disadvantages set forth in para 176 

Tho difiiculty of choosing between the two courses would in part, be automatically 
removed by the operation of the rule (if $ti)l in force) under whicli sales of bills are 
made without limit at I 0 4Jd perjrupee the proceeds being treated if nectssary, 
as a temporary addition to the portion of the IHper Currency Reserve held in I-ondon 
If this did not completely solve the problem the Secretary of Slate and tho 
Government of India so far as they were tntirelv g nde 1 by the views of iJie Royal 
Comnuosiou would have to act m accordance with siicli view as thev could fonn on 
the que non whether an increase was more proliable m the future in the Secretary 
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of State’s requirements in T ondon, or m tlic dceire ot the ]mblic in Indn to obtnm 
gold In the former case the decision would no doubt bo in fa\ourof meeting pio 
tanto applications for Council Bnfis m th« form of ttlcgnplnc tian&fci-s, in the 
latter case it would be in fa\our of rejecting applications and thus forcing the 
ipplicants to send gold to India 


, apj»i:ndix 08 

Extracts, &c , from Telegraphic Correspondence between the 
Secretary of State for India and the Government of India, 
Finance Department 

1 Telegram /i oin Tieeroy, Tinancc Depntment, ^ated Slh OUoler 1924 
Larlj decision on fundamental question of policy is essential m Mew of the 
strengthening exchange, whicli scema likely to nse aboae Is id W c are convinced 
that the time has come when we should defimtelt decide against arij attempt to push 
rupeeabo\e]a Gd unless renewed fall in gold \aluc of Merliug takes place It is now 
beginning to be realised generally lhat the stnogeiiey in tlic maiket is the direct 
outcome of Government action in conti acting cuirencj, or rather m placing strict limits 
on possibilities of expansion Tlie aoliime and importance of the opposition to this 
policj IS increasing and was the I asis for the suppoit not from Indian interests onI>, 
of S r Piirsholamdas 8 Currencj BiUs which have however not been jiitrnduced and 
therefore lapse Wc should have difTiculta in refusing to provide more generouslj 
for additions to currency even if we wished to do so and there is serious risk of a 
financial crisis if wc keep the sciow on loo light Moreover, we cannot aiTord to keep 
market bare of loanable funds i! we are successful)} to ruse a rupee loan in I92o and 
still another m J920, when we Inve largo amounts of bonds maturing 

It will follow, if tlua view is accepted, tliat during the coming busj season wc 
should endeavour to prevent a ri«^ above 1« Od bj free sales of Councils and sterling 
purchases both from our Ireisury balances ind bv issuing currencj against sterling 
purchased for Paper Currency Ucserve so far as necessary It is realised that this 
may raise the question whether the existing limit of He 8^ crorcs of securities m 
reserve may not have to be increased It is probable that it would be desirable in any 
case to increase our statiiton powers up to, say Rs 100 crores next winter and we 
consider that we can justify this increase In normal expansion of the note issue which 
will be required to meet the increasing trade requirements of tho conntiy The 
general policy which we have tentntivelr lu mind would be — 

(а) to retain as our piimarj purpose mamleuance of comparatively Rtible rupee 
prices , 

(б) to fix in our own mind on Is Cd sterling as the figi re at which we desire to 

stabilise rupee eo long as thiR prmiarv purpose is not endangered which is 
only likely in the e\ ent of renewed falling lu gold v iliie of sterling , and 
(c) to wait until gold and sterling are on o pir before fixing the rupee b\ 
statute 

But we realise that questions of such fundamental importance should not he 
decided without a formal enquiry by some kind of Committee Such a Committee 
might consider also other connected questions such as transfer to the Imperial Bank 
of the management of the Paper Currency, Remittances &c 

We have had an opportunity of discussion with Miarren, who is stronf^ly of 
opinion with which we agree that we ehould announce that we are prepared to bwv 
sterling without limit at Is Such an announcement, we believe would have 

reassuring effect and would remove the element of uncertainty, which is at present 
having a disturbing effect on the marl et and may produce a real danger ^ 


2 Telegram jiom Secretary of Slate to Viceroy Finance Depai tment dated 
10th October 1924 ’ 

I share j our view that it is of utmost importance that confidence of market should 
he mamtamed and I am prepared to agree to further announcement as this obiect 
does not seem to have been achieved byjour letter to Bengal Chamber of 25th 
It seems to me however that the vital consideration is not so much the actual Wei 
ot exebange at tbe moment a, the atoidince of snob abnormal Btringencj ns mSbt 
threaten tho financial and econonuo position I feel also that work rf committee “f 
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such 1 -. nppouited, might bo prejudiced if wo peg upuard limit of exclnngo, and tint 
there IS dnnger m nnnouiuing niij dehniie figure as leading to conclusions on 
part of public which might not c%cntin1I} be realised I think, herein follomug 
undcilMiig conception m jour telegram of 1st October, that in present conditions pifer 
criterion is to be found m tho mainttnance of adequate cash position of Imperial 
Bank, and bo avoiding anj untowar^l n!>o in bmk rate I cannot but think that 
ni irket would bo assurtd that jou haie power to do this if jou forthivith announced 
intention of t iking steps at forthcoming meeting of legislature to raise fiduciary 
limit of lls 85 to Its 100 crorcs 

f suggest, therefore, announ'*i.mcnt on folloning lines Government of India in 
consultation with tho Secretary of State, have given careful consideration to the 
situation indicated bj the recent rapid rise in cichango The Government of India 
announce that thej will, in consultation with the Imperial Bank, take such steps as 
the market position ninv demand to anticipate and relievo anv undue stringency that 
luav threaten or occur ihinng this busj season, and inth this end Jti view thei propose 
at the next se-^sion of tho Legislature to take powers to increase the limits up to which 
currencj mav bo issued against securities from Us bo to Us 100 croros 

lou could also announce that as in last season. Government intend in effecting 
lemittancea to act with a view to obviating anj undulj rapid appreciatiou of the 
rupee 

I suggest we should endeavour to regulate remittances m such a way as to avoid, 
if possible, a greater rise than, say, Jd m am one week 

3 lelcQutm from Vicerotj, Aimncc Department, dated lllh Oetoher 1024 
Your telegram dated lOth October, 2b72 We cousnlcr imnouncemtnt suggested 
l)v vmi iiiadtquale It adds little in fact to tho rcplj given alreadj bj the Finance 
Member m the Asseinbh to Purebotamdas’ question, in which Government stated 
thtir readiness to ask for further statuloo powers)! required This rcplv was well 
roceueil as being more txplicit than tho terms of tho letter addressed to the Bongil 
Chamber, but last weeks events have onlv served more to convince us that unlees 
there is nasurance that an upper limit to the exchange can ho guaranteed during tho 
coming biisj season confulent market cannot be restored The suggestion made by 
JOU for pre^entlug an undue ri«e in exchange in anj one week appears to us quite 
insunicicnt to meet the griviij of the siUution Wetlo not agree that mere avoidance 
of ubnonnal stringency is the Mlal consideration Ihe element of imcerlaintj as to 
limits to which the exchange can n«o has become even more Mtal The matter has 
been in our minds for some tune but we have deferred addressing you until we had 
opportunity to discuss with Warren, who. after studying restriction in Bombaj* 
stwogly confinred our view tint increase m ratebejond J8d is to be deprecated m 
tho best interests of tlio couuirj and of our future financial operations nnd that public 
announcement is most desirable and indeed imperative 

Tlio point JOU urge that to peg exchange in advance of tho appointing of the 
Committee has certain disadvantages, is fulij realised bj us, but we feel that greater 
dangers are involved m any other policy It is, vve consider, out of tho question that 
the uncortaintj should be allowed to continue foi several months more Wo think it 
highlv improbible that the view could be taken by nnj Committee that higher 
cichango than Is Gd is desirable This rate is one which would not involve tii© 
disturbance of present price levels but liotb Indian exports nnd industries would be 
adversely affected bj any higher rate Wo find already that fata Iron and Sted 
Company is seriouslv affectoJ bj nse in exchange The Committee would not be 
nbsolutelj precluded from recommending a higher rite by a decision now to give an 
upward limit of 1» b^d for tlic time licing but even if it were, we feel it our dutj as 
a Gov eminent in oxisimg circumstances to amve at a decision m advance Further, 
vve believe that an opportunitj , which maj not recur, is offered at the pre&cul moment 
of obtamiuf' general acquicnceuco even in Bombaj m a policv which will give us a 
nerinanentlj” higher rate than la 4rf gold We regard it as of great importance, 
politicallj quite apart from fmaucial merits to take commercial opinion along with 
us in this malttr We therefore stionglj piosa tint our piopoaah should he 
accepted 

i TcJcai am from Sen cUmj of State to Vicet otj Finance Depai Iment, dated 
I Gth Octoficr 162-t 

Lxchange Your telegrams dated Sth and llth instant The diFicuItjes which 
JOU hare had to face m maintaining view, with which I am in entire accord that 
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tiDie h-xs not ) ct come for final fixation of ratm" of rupee are full} realised bj me, 
and I appreciate vigour -and skill avith wLith case for postponing tins losno lias been 
expounded oa uutntrous oceaaious bj I inance Member despite strong pressure from 
certain quarters for attempting fortlwitli permanent solution I regret nil the more 
keenly m these circumstances that I am nnablo to seeeioto eacnithjoii on tho 
action to be taken at the moment , 

In considering jour recommendations main object that neighs uith me is to uphold 
caidmal position that uorld economic conditions are still too iinstal le to justifj 
renewed attempt at exchange stabilisation and to avoid auj eteps that might impair 
present fioedom ol action and militate against the eventual adoption of a rating that 
might seem after lull enquiry m duo course, most conducive to general interests 
affected and to be capable, without undue strain, of being maintained 

No indication has reaclicd me that Indian trade m its broad nspects is likely to bo 
threatened by such a gradual nse in exchange as has been in progress for some time 
•or that remittance operations conductMl on lines suggested in final paragriph of mj 
telegram of 10th instant (supplemented by this telegrani) will he iR«ulhcicnt to control 
any excesaive uprush of exchange Further such details as I have with legard to 
Indian lulemal prices seem to show a rising tendency despite upward curve of 
exchange Pegging of exchange would miliutc against jour power of control even 
if this movement cannot ultimately be avoided iwing to world puces an 1 would tend 
to defeat priruarj object of mamtaiiiiug the stabilitj of internal prices (bce viiir 
telegram dated 8th instant) At the saint, time I sjmpathise altogether with feeling 
of apprehension which is hanging over market that absence of automatic facilities 
for cuTrency expansion by impon of gold might lend lo a stTingencj which might 
threaten fundamental economic position While it is not feasible to rtmedj t]ii& 
defect m existing conditions proposals to my ttlegram of 10th October were 
directed to meeting what it still appears to mo to tc tlu essential danger point of 
present abnormal situation, and actual decision to take further powers for an iiicrcaso 
in the fiduciary issue is m my opinion on important adv anco on the general assurance 
given prenously 

Government have as regards pegging upward limit of exchange up to now 
advisedly reiramed from establiabiog any absolute inaximuiti rale and have sttidioiialy 
avoided implications regarding tho future Jf Government were now to commit itself 
to a maximum stetling rate anj such arbitrarily fixed rate would be bound to have 
strong lufiueoce on the anticipations of the market as to permanent rating of the 
future though here again grounds for dispute would be furnished os to whether 
oveutual rate would be the rate as pegged m sttrlmg or the present equivalent in 
gold In either case Government would luv© gravely compromised their libertv of 
action and m the event of a mateiial use lo gold prices ('which contingency cannot 
be overfookeii) Government might have cause to regret any decision taken now 
Moreover Govenment would be exposed having once committed itself to tho 
pegging of upper limit to demands that attempts should also be made to peg lower 
limit m the event of exchange weakening subslantiully Jiereafter It i-, difhcult to 
see without this further step that importation of funds to India will bo materinlly 
helped as no limit can beset to possible loss on exchange on retiansfer On the 
•other hand, any action tending to raise matter of reverses is to be dcpiecaled until 
Government are prepared to use full resources in support of a permanent rate 

"We have before us the fact that in many instances during recent years in periods 
of fluctuating world prices when attempts have been made to peg exchange the 
result has been substantial loss to countries concerned and great in^nvenience and 
difficulty have been caused to the tradei when the peg has broken down or been 
removed 


ilj conclusion is that Government should lefram from any absolute peggm" of 
upward limit of exchange or from appointing a Committee at present tune 'rho 
arguments on which 1 inance Member has laid stress m the past, m particular the 
uncertainty of present world economic factors have lost none of thoir strenu'th W e 
have to reckon apart from the uncertainty as to the gold value of sterliug^’to which 
you refer with the even greater uncertainty attached to the commodity value of f’old 
entailing leactions which India bke odier countries could not escape ** ‘ 

I should observe in this connection, in order to avoid possible inisunderslandini? 
that under clause (b) of jour telegram of 8th October you are apparently pronaied fn 
envisage provisionally the ultimate rating of the rupee with a greater^ deffiee of 
precision lhan suggests itself to me at present Ihe figure mentioned by you isnurplr- 
arbitrary and cannot be ba-red on reliable data as the future of gold prices is stiU 
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ob‘'Cwre At the <=aitie time you will re'ili*'e tliat it i>. no question of any particular 
prognosis that impels me to the \iew that it is prematuio to proceed at the moment 
with the idea of a Coromittee or to an absolute upward limit to the rupee for Ijino 
lieing m the manner you suggest 

I recognise that at some future date it mil bedesjrable to constitute an authontatue 
bodj to advise as to the rating of the rupee and possibly ns to other matters in 
connection with Indian currenev and exchange 

Me inwlule m my judgment a prudent policy would be ba«ed on following mam 
objectives aiz the maintenance bj thi^ Imperial Bank of an adequate cash position 
■with a \iew to avoiding nnj serious departure from what may be regarded as the 
noitnil Indian monetary trend maintenance of comparatively stable rupee prices, 
the regulation of remittances uith a Mew to the avoidance of excessive fluctuations of 
exchange, and the retention of a fieehand bj Government to take appropriate action 
when the time comes with a view to fixing exchange rating at point deemed most 
conducive to Indian mt=‘reEta as a whole 

It IS woitli observing in this connection that when the time comes foi the 
Bubuiission of the matter to a Committee it will he well to time reference oo that 
report m i\ be presented before the busy season so that iction mav bt. taken on it at 
period of veai most promising foi success assuming conditions continue normal 
Danger of submitting report towards close of active season is that the chance of 
making any new ratio effective may be impaired it conditions prove unfavourable la 
sncc'^eding busy season 

For reasons furnished above I must adhere to decision communicated in my 
telegram of 10th October, on which 1 sho dd bo glad if jou would act As regards 
increase to Rs 100 ciores of fiduciaij issue, I am advised that you coul 1 act in case 
of emergencj b\ Ordin mco under .xection 72 of the Government of India Act 
kou maj consi lor it desirxblo to refer in announcement to this point It is open to 
you, nf course also fo amplify announcement by including reference to recent 
extcnsivQ remittances as indicating Government’s desire to help marl et 

0 Telcguim from Finance Deiutlment, dated 4th Novemler 1024 

LreUauge Your telegram dated loth October Serious consideration has been 
given by us to jour arguments which were fully present in our own minds when our 
piopo>»al3 were made and wo desiro to make the following observations 

lour main argument against acceptance is that the world economic conditions aie 
still too tinstable to justify the renewal of the attempt at exchange stabilisation litis 
argument is in substance the same as wo have ourselves, put forward repc-Uedlj 
against the efemauefs for altering the statutory ratio The argument can oasifj he 
pressed too far however so fir as it affects India We hAve alwavs recognised the 
possibility of a renewed fall in tJie purchasing power of gold and wo agree that this 
consideration is decisive against any iramedmto fixation of the rupee in terms of 
gold but as against fixation in terms of sterling particularly if such fix ition is 
tentative as we propose the aigiunent loses much of its force when it is remembered 
that at present sterling is at a discount not much less than 10 per cent in torins of 
gold so that to that extent a fall in the purchasing i>ower of gold will be offset by the 
rise in gold V due of sterling which involves a corresponding rise in the gold value 
of the rupee without auy departure from the rate of Is 6d sterling 

With regard to yo ir reference to other co tntnes who hive attempted to peg 
exchange, the case of India is not parallel Ihe former attempted to fix a lower 
limit of exchange at a tune wlieu their trade had lieeu not ceablj disturl ed and the 
inti rnal economic conditions were in a state of chaos Oiir present propo il as 
regard-. India is to fix an upper limit when trulo as well as mteriial economic 
conlitions have made progress substnntiallv in return to norm il lines Wo doubt 
whether sufficient weight has been given by von to the great improvement m mtemal 
economic conditions which has taken place in ludia and to the check which in the 
1 1 st few years, has been placed on the expansion of ciirrencv In the last two vears 
the raw materials of ludia have been in great demand with the result that there has 
been a substantial trade balance in her fivour 

The demand for Indnn commodities may be expecterl to rise further with the 
return of normal economic conditions in Central Europa and it is difficult to cnvjsag>* 
m the absence of a widespread fiilure of the monsoon oi other catastrophe, a 
Bituatiou m which there vvonld be in the near future a complete suing of the 
pendulum 
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As rc‘g^^ds jour comments on tlie couise of Iiulmn internal prices, tlio Cilcntti 
jnilex number o£ uholcsalo prices which is more rtlnble nnd more tomprehciisno 
tlnn the all Iiuln imkx number does not disclose anj tendencj to rise riio stino 
IS true of the Bomba} intkx miml or W o uoiihl further point out th it in tho case of 
cominothtics uhich lia\e a uorld price — t g cotton steel and sugar — in recent months 
tlierc has been a marked fall in tho rupee puce , in tho c iso of wheat tlio result of 
thb appreciation of tho nipco has been that tho price has reraamed near!} stationary 
in Iiiilia while it has gone up ccnisidcribl} iii I ngl md and \inerica 

Whilo then woagreothftt tho wnilmgpohcv adopted hitherto has been the right 
one lu our opniioa it is almost if not quite imposMblo for practical reasons to 
maiiitim it lou observe that such a gradual rise m exchange ns has for some lime 
been m progress is not likoly to threaten Indian trade in its liroad aspects and that 
remittance operations conduclei] on the lines suggested b} }on should sudicc to 
control iii\ cxcc’ssnu upnisli of exchimge He must point out that the rise in 
exchange uhich has occurred alreadi has not hitherto had nin serions iidierso effect 
on trade because it his so fai not exceeded the limits whtcli have genoralh been 
anticipated There cm 1 o no doubt that much hinn will lie done b} any Iiirthor 
inateual rise W hilo it is possible of course to control a furtlicr rise b} adjusting 
our rcmittaiieo operations it sho ild l»o remembered th it exchange has risen from 
l 5 lid to li Cd during tho last six months in spile of lieai} purchases of sterling 
an 1 that such \ialent ami frequent mljnstmcnts iii our purchaso pnccdurc as will be 
mcess iry in order tt keep the rise under eflcctiio control cinnut but haio the most 
haimful cliccts llic ratcb which were ncctpicd nt ilic Council Bill «ilcs of tin Jlth 
an 1 Jlst Octobci lus alrca 1} fiirnishc I iiidcnco of this Asa result of onr largo 
fiirchasea of sterling m October tlio excbmgo market is, for the moiiicut quiescent, 
but there is no guarantee th it there will not bo n recurrence of similar condiii ins m 
an aggraiatcel lorm during the bus} season 

Moreover it is our elcliberate opumm that wo cannot nITord to allow the rupee to 
appreciate much above 1 « Cd sterling during llio coming winter, ami if tins is 
eieceptod the importance of an nnnouuceincnt immcelintcly ri ganling tho upper limit 
for excliaiigo IS obvious Both m Cnlciiitn nnd Bonibav tho tndc is in an extreino 
state of tension and expectant of a Government announcement, in the abscneo of 
which gainhling lu exciiango will coiitimio on n large scale to tho scrio is detriment 
of genuine tiado interests 

rurther wo regard with extreme concern tlio prospects of borrowing by 
Government unless action is taken now to restore confi<lciico M e arc convinced that 
unless there is some verj big chango in the comtitioiis reacting on the Jiuhan moncfar}r 
situation the is ue of a i iipeo loan in India of iii} appreciable amount m the summer 
of 19'’*) will be an impossibilitr 

V* p Teduceil out ilornaml from 20 crorcs to 10 ciorcs m. 1024 eventuaWv we got 
Old} 13 crores and wero luckj to get that Ho cmnot curtail verv matenall} oiir 
oapiti 1 programme even if we wished to do so nnd v o should regard as contnrv to 
the true interests of Imlia aiiv cousidcrablo curtailment Ho ehuuM be driven to 
Til e i steiling loan m order to continue our < vpttal programme ITio size of the 
Juclinn fitcil ng debt is in oui view nlrcad} sunicicntlv hcav} for the present In a 
period of bad monsoons external borrowing will be inevitable nud Indian ciedit 
abroail if wo can avoid it ought not to be called upon to I car tho strain of the i=suo 
of an external loan at n time of gooel monsoons when theie is no diflicvdly m reimUmg 
mono} ibroa 1 , nnd tho need for lorrowmg abroid onl} arises bocausi the capital 
cannot bo raised in India Jloreovei external borrowing at a tune when there is 
uncertainty as to tho future of tho rupee mvolves an exchange risk and becomes \er} 
speculative We would remind voti that m 193G we havt a maturity of 3b crorts to 
deal with nnd it is unthinkable that ly postponing a decision in rtgard to exchaugo 
we should run tho risl of not I emg ablo to renew i\ large proportion of these \ ends 
m India 


1 ho announcement which 5 on suggest is wo constder quite msufficient m itself 
to have any reassuring effect ns it will amount onlv to a reiteration of the declaration 
we have alroad} made that thcro will be no hesitation on the part of Government to 
take further powers in a matter of sterling investments m tho Paper Ciirroncv Iteserve 
bomothtng of greater importance is expeaed by the market aud we cousi ler it better 
to make no announcement nt nil if we Ime nothing better to amunmeo Such an 
aunouncement would at once stimnlale the demaud for die moment omescent for 

.S'tr ■ wos...ou z 
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We propose that as soon as announcement of our maximum rate is made. Council 
-sales should be discontinued for the prebeat and all sterling purchases effected 
through the Imperial Bank at the rate of Is CJd onlj 

0 Telegram ftom Secretary of ^ate to Viecioy, Finance Department, 
dated 19th ^^oicnJjer 1024 

Exchange lour telegram of 4th November It will have been realised that the 
decisions in mj predecessor s telegram dated 15th October w ere not reached without 
full consideration of this important quealion in all its bearings but matter has again 
received most careful attention in xiew of your further telegnm 

T1 e announcement of auj maximum upward bmit to exchange is likely to bo 
regarded as the first step m the direction of eventual fixation and arbitrarj point 
selected would have to be justified which it would be difficult to do wath convincing 
effect in existing uncertainties Having once accepted a new responsibility as regards 
upward point, brovernment could scarcely avoid for long complementary and more 
dangerous respousibilitj of fixing a lower limit and supporting that limit in event of 
any material weakness developing with full extent of its resources ^^hatover later 
reaction world price movements may have on exchange we cannot leave out of 
account possibility of some decline from eusliug level of exchange especially m view 
of recent rapid rise in sterling dollar exchange which has already presumably had 
some influence in checking rise of rupee sterling exchange This tendency may 
raamfe&t it-^elf further unless counteracted by other forces if in accordance with 
feeling in w ell infoiined quarters (vide city notes in Times of 7th Novemler) the 
pound moves at no very distant date to pantv If capacity of Government to handle 
exchange problem effectively at proper time is not to be compromised it is uecessarv, 
in iny judgment to avoid commitments which mav prove embarrassing subsequently 
and to retain freedom of action until greater stability m juterDational factor? has been 
achieved and ume is favourable for taking up question of the permanent fixation of 
rupee exchange 

I agree with you that as matters stand at the moment, our efforts should be 
directed towards averting material nae in exchange above 1b 6d and I am quite 
prepaied in the event of exchange showing a marked tendency to break awav in 
upward direction above that nomt that we should comUict remittance operations on 
scale which would hold tendency in check We should have to consider as season 
develop^ in light of trade and market conditions how far jt is desirable to persist in 
such a policy if it threatens to lead to an undesirable degree of expaosion There 
seems no reason to think that market position will be impaired as regards futuie 
biwojyiiigs ji cash balances of Imperial Bank are ad guatebv replenished so that 
market conditions conform to normal monetary trend and remittance operations are 
coudacted on lines stated above Prospect as reg-irds future borrowings rests much 
more on actual monetary conditions than on announcement of present policy which 
may or m iy not be modified I share your view that the restriction of the growth of 
India 3 sterling debt so far as may be is desirable but it is to be remembered that 
the opportunity of raising the exceptionally large loans obtained in India during the 
time of war and afterwards arose out of special ciivumstances meludmg the heavy 
curreucy expansion between 1917 aud 1920 the influence of which coi tinned 
subsequently especially during the period of severe trade depression despite the 
a'^tual conti action of currency winch took place after 1920 

Vs mam objections to your propo als recapitulated briefly above, remain I have 
decided, after fullest consideration to adhere to deci'.iona communicated in my 
predecessors telegram dated iSth October It is not necessary for me m the 
circumstances, to examine m detail the suggestion m final paragraph of your 
telegram which seems to imply that Government should so act as to stimulate rise 
m exchange to 1 b I see objection to the adoption of any such rigid standard 

It seems preferable to work on lines now in force which make it clear that Government 
liave no preconceived aim in the matter of exchange apart from desire to avoid 
excessive and rapid fluctuations I do not understand why any announcement 
regarding the matter should be expected by markets but feeling would doubtless 
disappear when it is clear that no such announcement is forthcoming and public are 
lezt to place their own luterf relation on Governoieut s attitude lou could make it 
known of to irse that attitude of Government is broadly speaking the same as that 
which has prevailel during past vear and that it is still important to avoid any 
positive coaimitmen s until it any rate gold and sterling aie synonymous again 
and there i3 a. sured prospect of maintaining pantr 
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T Tclejjrant /ro >i Sccietan/ of Stale to Fteci<»J/, TinaHM Uepailmait dated 
2Uh Septembei IDJ) 

Exchange I gather that jonr definite iitir ih tint exchange ■shonhl not 
throughout thn busj ■?ea«ou he allowed to ria nliore gold import point on 1/f Cfl 
basis While final developinenls of monsoon in\ alTcct extent of ileinand for 
mppeo there is stiU possilnbt\ of pcreisteui-c of tenckney for oxclnuge to nee 
which could lie kept down oulj b> what would nmotint to unlimited Temittincc at 
fixed point and figure of illOOOCOO mentioned preijoualy is to bo regarded, 
presumably as provisional onU Ifdemindfor rupees were to continue for n 
piolonged period on extensive scale then, might be some iisk of excessive expansion 
i£ upwaid limit of exchange were pegged ns suggested I cannot commit myself 
therefore m present circumstances to view tint ixclmige should in no circumstances 
be peimiued to me tins winter to, saj al»o\e 1* Oj\cf or 1« G,* d though I am 
prepared to accept this figure provisionnlK os goveiiiing for the time being our 
remittance policj iloreover I feel strough that it would not bo right to prc&onl 
Currency Commission with a fmt ntcoji^i at the very moment wiun tliev me 
commencmg operations I therefore suggest if market coiulitioi s point that wav, 
rate for reimttaiicee might he allowed to move sliortlj to d Jhis figure is 

sufficiently near Is fd gold import point ami would not indirito nnv iiiinge of 
pobev 

With regaid to yo ir retomiiiemlations fii the fmancing of reinitfaiices tlie 
present easy monej conditions indicated bv low Innk ratt suggest that we should not 
resnit to expansion of currenev so soon I ll crcforc tliink that there would le 
distinct advantages in following the original idei suggesti 1 In toii Recent 
uncertain developments of monsoon also point to the iindcsirabilitv of premature 
expansion I would therefore be glail if jon woull reconsider t\ays an 1 Means 
advance or Treasurj Bilk to be combined with note issue expansion as season 
progresses and money conditions harden 

As regards ncime fieasurj position exi-sling balances wiU prolably biiITico till 
tovvauk end of Jan larv, on the assumption that they will not bo further strengthened 
by remittances 

8 Iclcgramfnm \ iecroij rnianec d xted Olh Uctoha 102 ) 

Milh reference to voir telegram dated 24th Sej tember, Exchange wi note tint 
you accept provision as govermng our remittaoci policy for the tine he ng, that 
exchange should not be allowed to rue ibovv gold import point on basis of Is Gd 
and It is not out wish to anticipate pobcj which shouhl be pursued in tbe bust season 
later Wt do deprecite, however proposal to allow excliuigo to move to Is Cnof 
This figure IS somewhat al o\e tho actual got I point and we ate convinted that our 
ictiou would bo misunderstood In marl el and would le regarded ns a rlnnf’e of 
policy, and the eiTect almost ccitainly wonll le an ivalanclie ol sterling sales m 
anticipation Since our last telegram positKU has altered somewhat lictenth we 
have not had to purchase large aiiiouuts of bterling and we anticipate that our 
balance at the bank on IGtb mstant will be Ik S crorcc, less the ri. pee cost of au\ 
furtler sterling purchases Moieover we expect the demand for money will begin 
earlier than usual owing mainly to the early season for cotton and bank rat'* has 
ahead} been raised to o per cent We tliinl it likely that wo may be able to 
postpone lU the end of Octobei any expansion of e irrency It will therefore not 
be likely that expansion of currency will eoiucule with very easy money conditions 
It IB possible at the same time that it may be convenient to combine policy proposed 
by us with Ways and ^Meaus advances from the bank later on Mo will beat this 
possibility in mmd and watch situation 


9 Telegram from Secretary of Slate to I tcaay Finance Demrti lenf 
dated IQth Vaich 1920 

Pronounced wealcmns of euchu, go recentlj maU< it cWuWe tl at tto should ho 
prepared for pMsihl.lj that cachmgo may decline to lo;Yer gold point as deteim.ned 
on basts of Idd gold rupee vhich may presumabU be tahen at la S.VJ telegrauhie 
m present conditions cit-foi ipuic 

2 ncceul policy pt holdiag upper limit of eachauge at la b,' <f „as directed 
toward, tie estoHislmenl of lu equilibrium betiveou external and iiitemal uifce? 
u Inch would facilitate stabihsatioa of rupee al la 6d gold I recognise mcoiii eSrai 
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of Government having to intervene icti^ely to imintain the lower limit of exchange 
at a time ^\hen the Currency Commission is sitting but when Government clcci led to 
peg upper limit of exchange the inconvenience of positive control was accepted 
dehmtely Result has been an expansion of currency which it may be necessary to 
draw off if exchange relapses to louer gold pomt bj sale of reverses Yon will agree 
that this should if possible he avoiaed as the sale of reverses would be open to 
much public misunderstanding and misrepresentation, I suggest therefore for 
consideration whether before this stage is reached some contraction of note issue 
should not with a view to stiffening market in India be effected forthwith aga n-jt 
re transfer to Treasury of part of sterling securities earmarked this winter to currency 
reserve I shall be glad to receive at an early date an appreciation of exchange 
prospects and jonr lecommeudalions on above matters 
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Letter from Messrs Thomas DuflT & Co , Ltd , Calcutta, to the Joint 
Secretaries to the Royal Commission on Indian Currency and 
Finance, dated the 5th January 1926 

e are in receipt of letter No 097 dated SOtli nltimo and m replv to same 
detail below the figures of increases granted since the year 1913 to the wages of our 
workers togetl er with the mouths ami rears lu which s iccensive increases were 
granted — 

Per cent of increase Mouth 1 ear 

10 per cent May 191S 

10 per cent. September 1919 20 per cent above pre war 

20 per cent Janiary 19^0 40 

10 per cent October lO'^U oO 

V Ivhoraki payment has aUo been made for some jears and this special 
remuneration was sanctioned to raal e up to some extent for jnte mills having to 
resort to a working week of fo u dais ool^ This Khoroki payment automatically 
ceases when the mills are in a position to increase output 

The details of Khoroki paid an 1 the dates when started are as under — 


Apnl 1919 Apnl lJ'‘l 
Annas Annas 

Shifters 3 4 

AV orkers drawing less than 10 annas per day 4 G 

M orkers drawing more ban 10 aonas but less 

than Re 1 per day 0 8 

Workers drawing more than Re 1 per day 8 10 


1 i 0 


rSlf 551/«69 11 5 7 6 [lOP] 



